Professor Michael Fogarty says, in the 
introduction to the new, large-format 
edition of Ricardo’s classic work: 

‘One lays down this book with the 
feeling of having been in contact with a 
genuinely great man.... His termin¬ 
ology is to-day out of date.... But 
whoever breaks the language barrier and 
gets to know him realizes that, in his 
own special field, he saw for his time 
very clearly indeed. The foundations 
he laid were good, and others could 
build on them. We in more recent 
times have restated his theory of perfect 
or effective competition in new lan¬ 
guage, and have branched out from it 
into new fields. But we have not 
essentially altered it. And though we 
have acquired new tools, and new 
insights into economics, we still practice 
essentially the same scientific method 
which Ricardo developed in the early 
days; dry, perhaps, and often repellent, 
but the one sure foundation.’ 
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price in yellow wrapper t. 
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INTRODUCTION 


David Ricardo was born in 1772. His father, an orthodox 
Jew originally from Holland, had settled in England and made 
his fortune on the Stock Exchange. Before David was well in 
his teens he began to know his way around the financial world. 
By the age of twenty-one he had married, and also left the 
Jewish faith, which meant separating from his father. But he 
struck out for himself on the Stock Exchange, and before he was 
thirty had made a large fortune of his own. With this he 
bought an estate in Gloucestershire, and in 1819 a seat in 
Parliament. He died in 1823, after what was on the surface a 
successful but uneventful life; uneventful, that is, considering 
that this was the age of the French Revolution, Napoleon, and 
the Revolutions in agriculture and industry. He was: 

,. a good husband and father, a man kindly, modest, and unas¬ 
suming, without artifice or pretension, in discussion more ready 
to listen than to speak, frank in acknowledging error and in 
admitting conviction, and at the same time quietly cogent 
and compelling in the advance and illustration of his own 
conclusions.’ F. W. Kolthammer, original introduction to 
the Principles of Political Economy and Taxation, Everyman 
ed., p. ix. 

Ricardo first became interested in economic theory in 1799, 
through reading Adam Smith’s Wealth of Nations. Through 
the next ten years he studied, at first casually, then more 
deeply, until in 1810, following some correspondence in the 
Morning Chronicle, he wrote his first pamphlet on The High 
Price of Bullion. This impressed the experts, and brought him 
a good deal of publicity. He began to correspond with the 
leading economists and political writers of the day, including 
Malthus, Bentham, Say, and James Mill. Much of his thought 
and findings in economics went into this correspondence, a 
large part of which has been published for the first time only 
within the present generation. In 1930, when Lord Keynes 
had set on foot a scheme for a definitive edition of Ricardo's 
works, a search was started for the important series of letters 
then still missing. A large box of letters received by Ricardo 
was quickly discovered by one of his descendants in the house 
v 
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formerly owned by his eldest son. Little by little other finds 
were added. There remained one major gap; Ricardo’s letters 
to James Mill, which happen to be particularly important for 
the origins of the Principles of Political Economy and. Taxation. 
For years the search went on among descendants of Mill and 
their executors and friends all over the world, until at last, in 
1943, the gap was filled. A box containing the missing letters 
was found in the house near Dublin formerly owned by J. E. 
Cairnes, the economist, a close friend of James Mill’s son John 
Stuart Mill, through whom presumably he came into possession 
of them. 

With the help of these recent discoveries the story of the 
Principles can be put together. Ricardo was never a willing 
writer. Much of his best work had to be in effect dragged out of 
him by his friends. The same was true of him as a speaker. 
One of the earlier of his few speeches in Parliament was made 
only when he was called on by members on all sides of the 
House. The Principles were no exception. The chief driving 
force in this case seems to have come from James Mill, who was 
anxious to see Ricardo state more fully the principles under¬ 
lying the Essay on the Influence of a Low Price of Corn on the 
Profits of Stock which he published early in 1815. The scheme 
took shape through 1815. By 1816 it was well under way, and 
in October of that year Ricardo sent Mill a draft covering what 
are now the first seven chapters of the Principles, that is the 
chapters concerned with basic theory. By the middle of 
November he sent a draft of the chapters on taxation. He 
then spent a couple of months re-reading works by Adam 
Smith, Say, and Malthus, and drafting the chapters at the end 
of the Principles in which some of these authors’ positions are 
criticized. The printing of the book was begun at the end of 
February 1817, and it was published on 19th April. A second 
and third edition, both revised by Ricardo himself, appeared in 
18x9 and 1821. It is on the third and final revision that the 
present edition is based. 

Even before he wrote the Principles, Ricardo was recognized 
as the outstanding British economist of his day. The Principles 
themselves have had an immense and world-wide influence. 
Karl Marx was as much Ricardo’s disciple as Hegel's. Marx 
stood Ricardo, like Hegel, on his head before using him; the 
conclusions of Marx’s Capital are not precisely what Ricardo 
would have wished. But the fact remains that Capital is the 
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pure milk of Ricardo’s doctrine, developed and interpreted by a 
brilliant disciple, with a fire and venom and skill in practical 
illustration which the master himself never equalled. Among 
non-Marxist economists Ricardo has been read and re-read 
down to the present day. As a statement of current economic 
thought the Principles have long been obsolete. Since Jevons 
and Menger laid the foundations of marginal analysis, economics 
has come to state even those truths grasped by Ricardo in a 
terminology unknown to him. And he did not grasp by any 
means the whole truth of economics, nor even all its main lines. 
But the Principles remain one of the great documents of 
economic thought, with a place in history alongside Smith’s 
Wealth of Nations or Malthus’s Principle of Population. We 
read them now not for any new lessons they might teach us but 
as a record of one of the great pioneers, on whose limited and 
one-sided achievements has been built the more complex and 
comprehensive knowledge of to-day. 

How much then did Ricardo grasp and achieve ? It is not 
always easy to say. Being a graceless as well as an unwilling 
writer, he often conceals his meaning or scatters it in bits and 
pieces through his work. He will say in his Preface that the 
principal problem of political economy is that of sharing the 
national income between rent, profit, and wages. But towards 
the end of the book he will make clear that he merely means 
that this is the problem hardest for economists to sort out. 
What matters most in the working of the economic system, he 
now explains, is the volume of production and the absolute 
income received by each person concerned in it. Or he will 
talk about the rise or fall of real wages: and it suddenly dawns 
on one that he is giving this phrase a meaning which to modern 
readers will seem unnatural and distorted. For us to-day it 
means a rise or fall in the purchasing power of wages. But for 
him it meant a rise or fall in the percentage share of wages in 
the national income. Or again, at first meeting he seems to be 
a downright upholder of a labour theory of value. But read on, 
and this theory turns out to be qualified to a point where a 
modern economist need find nothing to quarrel with in it. 
Profits figure in some passages as ‘ a residual ’; they are what 
remains to the farmer, for instance, ‘after the landlord and 
labourer are paid.’ But elsewhere it appears, correctly, that 
profits are the supply price of the services rendered by capital¬ 
ists and entrepreneurs. But when one has penetrated the 
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smoke-screen of Ricardo’s style, one finds that he is astonish¬ 
ingly often right. There are great, glaring, gaps. But in what 
he actually says it is not so easy to catch him out. 

(i) Ricardo's theory of economic control. 

A modern economist might begin by asking what Ricardo has 
to say about economic control. Suppose that consumers and 
savers are agreed as to what the economic system should 
produce. How effective are the various mechanisms of 
economic control in ensuring that it gets produced ? What will 
each of them achieve ? Let us translate Ricardo’s reply into 
modern economic language. Full, effective, or perfect 
competition, he says, will cause goods to be sold at a price equal 
to marginal cost in the case of farm products and to both 
average and marginal cost in that of manufactures. The 
distinction arises because he treats farm products as being 
produced typically under conditions of rising marginal cost— 
hence the existence of rent—whereas manufactures are pro¬ 
duced under constant costs. Marginal cost, Ricardo would 
say, includes ‘normal’ wages, profits, and depreciation. Wages 
or profits, like prices, are ’normal’ or competitive when they 
are equal to the marginal cost of supplying the services in 
question; to the cost of the customary standard of life of the 
marginal worker of each grade, and the cost of an acceptable 
allowance for the risk and ‘waiting’ of the marginal investor. 
There are points here where a modern economist would wish to 
be more explicit, or perhaps even to correct minor errors. But 
as a general statement of what might be expected to happen 
under effective or perfect competition what Ricardo says 
passes well enough. 

Only there is so much that he does not say; so much ground 
that he does not cover. An economist to-day would wish to 
press a great deal harder on the question of what happens when 
competition is less than perfect. How often is it imperfect, in 
what ways, to what extent, with what results ? How often, for 
instance, does one find cases where goods or services are 
produced under conditions not of constant but of diminishing 
costs, so that there is a tendency for the size of plants or 
departments to expand until there is a high degree of oligopoly, 
or even a case of monopoly? And even when competition is 
perfect, are there not many things which one would not expect 
it to achieve ? Can it be expected to enforce correct decisions 
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in cases where many of the results or costs to be taken into 
account are so remote in time or so widely diffused as to be 
unknown or not immediately important to the people who, 
under competition, would have to take the decision ? What 
about the trade cycle, or town planning, or the survival and 
development of local communities as such? Or what about 
those aspects of the distribution of income and wealth not 
immediately obvious in, say, an individual wage bargain, and 
therefore liable to be overlooked when one is made ? Or can 
one be as sure as Ricardo sometimes seems to be that competi¬ 
tion will offer rewards sufficient to induce pioneers to innovate, 
breaking through existing social processes and structures on 
the way ? Competition compels conformity to existing stan¬ 
dards, but merely offers the opportunity, and some inducement, 
to advance into new fields. Is there not such a thing as a 
'competition of dullards,’ in which all conform to existing 
standards but no one goes beyond them ? 

Ricardo did not ignore such points as these. He was 
perfectly aware that partial or total monopoly is possible. He 
did not deny that some economic functions are beyond the 
scope of individuals and of competition and need to be per¬ 
formed collectively. He showed himself aware, in his chapters 
on ‘Sudden Changes in the Channels of Trade' and ‘On 
Machinery,’ of at least some of the snags which may arise when 
structural change in an economy is carried out by competition 
alone. But under all these headings his touch is less sure and 
his analysis much more sporadic than in his discussion of 
effective or perfect competition. 

This is also true of another question which preoccupies 
modern economists. If competition partly or totally breaks 
down, what is to take its place ? A modern text-book cannot 
avoid dealing at length with the problems of economic direction 
by the State, or public corporations, or large private concerns. 
It must also discuss consultative procedures in the firm, on an 
industry-wide basis, between Government and industry, and on 
the international level. And it must show how to choose the 
appropriate mechanism in each case, and to police its operation. 
Ricardo has some useful things to say in this field, particularly 
in his long discussion of taxes and subsidies and their effect on 
the flow of trade and the volume of savings. But much the 
greater part of what an economist to-day would say about these 
matters is not to be found in Ricardo at all. 

*59® 
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(2) Ricardo’s theory of the choice of objectives. 

The problem of economics is not of course simply to discover 
how given decisions about what is desirable are to be carried 
out; It is also to show how these decisions are themselves 
arrived at, and can be influenced. What leads people to 
consume what they do, to invest what they do, to accept a 
greater or less degree of dependence on foreign trade ? How 
far do the inducements operating under competition, or State 
or monopolistic direction, or through systems of consultation 
lead people to the decisions they really desire ? 

The pattern of consumption and savings is determined for 
Ricardo—translating once again into modern terminology— 
by at least five factors. 

(1) The marginal utility of any article diminishes the more 
one has of it. Ricardo is not always consistent about this. 
There are passages in which he seems to treat a double quantity 
of a certain article or service as having for its owner twice the 
utility of a single quantity. 

(2) Patterns of consumption change as incomes change. 

(3) Social groups or classes have their own solidarity and 
customs. We would say to-day that preferences are inter¬ 
dependent. 

(4) Social stability or instability also affect consumption and 
savings. The steady-going, relatively secure English labourer 
is contrasted with the ‘vicissitudes and miseries’ of Ireland 
or Poland. 

(5) The social structure, norms of conduct, and patterns of 
personality which underlie the previous factors may be 
changing, or perhaps may not be changing enough. The 
problem of an under-developed country is as likely as not to be 
the ‘ignorance, indolence, and barbarism of the inhabitants,’ 
or their ' bad government . . . insecurity of property,’ and '. . . 
want of education in all ranks of the people.’ 

One would wish to-day to group together what Ricardo says in 
scattered passages on these matters, and to phrase it more 
exactly. Often it would be possible now to give more statistical 
precjsion to his ideas, as for instance to the idea of consumption 
patterns changing as incomes rise. And an economist to-day 
would pay more attention than Ricardo does to the effect on 
consumption and saving patterns of the big indivisible items of 
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expenditure round which a budget may have to be built; such 
things as the purchase and upkeep of a house or a car. But by 
and large it would be a case of gilding Ricardo’s lily, not of 
adding much that is new. His argument here is thin and 
scattered over many separate passages of the Principles, but is 
basically sound. 

In the case, of investment, Ricardo relies once again on the 
forces of competition. Under full or perfect competition, he 
argues, savings will be invested in those activities where the 
value of the marginal product of capital is highest. The value 
of the marginal product of capital will not fall in any country 
merely because of an increase in the proportion of capital to 
population, for the supply of labour is highly elastic. Let the 
demand for labour increase and so also will the birth-rate. 
The accumulation of workers will thus keep pace with that of 
capital, and the value of the marginal product of neither will 
change. If this were all that had to be considered, an unlimited 
amount of capital could be invested without the inducement to 
invest diminishing. But, Ricardo adds, workers eat, and food 
is often produced under conditions of rising marginal cost. 
Where this is so—unless, that is, there is unlimited good land 
available, or a succession of advances take place in farming 
technique—wages will have to rise as the number of workers 
increases. For workers have a customary standard of living, 
and ‘ it is impossible to conceive that the money price of wages 
should fall or remain stationary with a gradually increasing 
price of necessaries.’ A development will then take place 
resembling—though it does not happen for the same reasons— 
that which modern economists describe in the theory of 
imperfect competition. To discover the net return on an 
investment, there must be deducted from the gross value of the 
marginal product of capital the increase in the wage bill per 
unit of capital arising from the increase in the number of 
workers called forth by the marginal investment, and from the 
consequent increase in the rate of wages paid to all workers. 
As investment grows the number of workers increases, food 
prices and therefore wages rise higher and higher, and the net 
marginal return on capital becomes smaller and smaller. 
Investment is discouraged, and eventually ceases. As invest¬ 
ment drops, so also do savings. For no one earns an income 
except to invest or consume. What he does not invest he 
spends on consumption goods. 
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There may of course, Ricardo agrees, be temporary diver¬ 
gences from these general trends. Population, for instance, 
may take a little time to catch up with an accumulation of 
capital. And there may be snags in the transition from one 
pattern of transactions to another. A sudden change such as 
occurs at the end of a war-time boom (Ricardo’s example) may 
cause temporary dislocation. Or mechanization may displace 
labour, and it will depend on how those who benefit from lower 
prices or higher profits use their increased incomes—whether, 
in particular, they do or do not quickly save out of them and 
create new openings for employment—how soon, if at all, the 
displaced workers can be reabsorbed. 

This is in many ways the least satisfactory part of the 
Principles. The whole argument is confused, and even as 
regards investment under full or perfect competition Ricardo 
is in several ways demonstrably wrong. It is true that the 
growth of population was keeping pace with the growth of 
capital in the particular case of England in and around his 
lifetime. But there is no reason to suppose that it will do so 
in all cases, as indeed Ricardo himself recognizes in other 
connections: and in fact it often does not. The value of the 
marginal product of capital can, therefore, and often does fall 
even when there is no question of increased food costs forcing up 
labour’s share of the national income. And, on the other hand, 
it does not follow that if food is being produced under conditions 
of rising marginal cost an increase in the demand for food, and 
therefore in its cost and price, will lead under effective or perfect 
competition to a corresponding rise in money wages and fall 
in the net marginal product of capital. That would follow 
only if the number of workers increased less than in proportion 
to the increase in capital and the value of the marginal product 
of those remaining in the market therefore rose till it equalled 
the new rate of wages. This can and does happen in practice, 
but it is not what Ricardo assumes. In his analysis, the 
number of workers is assumed to increase in proportion to the 
increase in capital. Where that assumption is fulfilled, it is 
perfectly possible, in the absence of state or union control, for 
competition to force their wages down to or even below the 
customary subsistence level. Furthermore, when (for what¬ 
ever reason) the value of the marginal product of capital does 
fall, and investment is discouraged, it does not in the least 
follow that savings will fall off correspondingly, or that funds 
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diverted from investment will be used instead for consumption. 
As Keynes pointed out, there is an alternative to both invest¬ 
ment and consumption, namely liquidity. Savings not 
invested can be simply immobilized. The consequence will 
often be cyclical slumps and chronic under-employment: 
problems much more formidable and persistent than those 
temporary snags which Ricardo has in mind. 

And all this is without prejudice to the further criticism that, 
as usual, Ricardo discusses conditions under competition, but 
has no satisfactory discussion either of the case where competi¬ 
tion in the capital market is less than perfect, or of the cases 
where it would not in any case be expected to cause the right 
investments to be made. Nor, therefore, does he discuss the 
machinery by which investment should in such cases as these be 
guided. 

Ricardo’s ideas on the economic factors in population policy 
are sounder than his incidental references when discussing 
investment would suggest. He insists too heavily, it is true, on 
the high elasticity of population growth. A little encourage¬ 
ment by rising wages, or a little lack of severity under the Poor 
I^aws, seems to him likely to call forth a great spate of ' improvi¬ 
dent marriages ’ and their offspring. But he is also clear that in 
favourable circumstances, which means above all in cases where 
the elasticity of supply of food is high, savings and investment 
can proceed fast enough to keep the national income rising 
ahead of population. This may be helped, he adds, if workers 
can be persuaded to acquire a taste for new products and a 
higher standard of living, and if the public can be persuaded to 
disapprove of those who marry improvidently. In these days 
he would have talked about birth control: but there was too 
little of that—in its modern sense—in his time for him to bother 
with. He makes it clear that he is arguing purely on economic 
grounds, that is on the assumption that higher income equals 
higher welfare. He leaves it to others to evaluate the non¬ 
economic arguments in favour of increasing the population even 
at some cost in economic advantage. In all this area, modern 
statistics permit a much clearer view than was open either to 
Ricardo or to his contemporary Malthus. We can see to-day 
why and in what way the flood of population which seemed to 
be welling up in England in and just after their time was 
exceptional. In other ways also Ricardo s arguments have 
been developed and refined. But the framework of his views 
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on population was sounder than some of his less cautious 
references would suggest. 

There is one last question on objectives. How much 
dependence on international trade is desirable ? And what of 
the consequent problems of currency and exchange ? Ricardo’s 
position here is very like that on economic control. He sets 
out well and convincingly the advantages of free multilateral 
international trade and of exchanges fixed by a rigid gold 
standard. He sets down the theory of comparative costs, and 
describes how payments are balanced under free exchange 
rates, and how prices, profits, and wage rates adjust themselves 
to international trade movements under a gold standard. He 
shows how the value of money depends on the quantity of it in 
circulation: though he does not make enough of possible 
variations in the velocity of circulation. But, as before, he 
does not adequately discuss that range of problems of inter¬ 
national trade and exchange which competition solves only 
partially, if at all, and which has increasingly preoccupied both 
economists and practitioners in more recent times. Inter¬ 
national cartels, the unequal international distribution of 
income and wealth, the international impact of the trade cycle, 
the stabilization of primary product markets, the need for 
international research, statistical, and planning services, the 
need to underpin the economic basis of countries or regions or to 
revolutionize the economic and social structure of under¬ 
developed areas—these problems enter into Ricardo’s thought 
chiefly, when at all, to the extent that they are or might be 
solved through competition. The modern world has learnt 
that they cannot be solved without using non-competitive 
mechanisms as well: which raises once again the question of 
which mechanism can best be used to solve each problem in 
each set of circumstances, and of how a code of behaviour can 
be set up and policed to encourage the use of approved mechan¬ 
isms and discourage the rest. But only the eye of extreme faith 
can read much thinking of that sort into Ricardo’s Principles. 

(3) The scope and method of economics. 

What, finally, is the purpose and method of economic 
science? For Ricardo the aim of economic activity is to 
increase what he called the riches of the country, and we 
to-day would call the real national income. The most ticklish 
problem of economic science, as he saw it, is to decide how this 



Introduction xv 

income is to be shared among the different factors of produc¬ 
tion; who is to get what, and by which mechanisms. And 
this problem is to be sorted out in strictly scientific fashion by 
posing clear-cut hypotheses, such as that of perfect competition, 
and reasoning from them to see to what conclusions each would 
lead. The hypotheses are of course suggested by, and are also 
to be checked against, conditions observed in economic practice. 

We to-day can accept this approach: only we state its 
implications more precisely, and work them out with better 
tools. Welfare economics has delved deeper than Ricardo 
could into the question of what constitutes 'economic welfare,’ 
and of the relation this bears to ' welfare ’ without qualification. 
The other social sciences have caught up on economics and come 
of age: politics, anthropology, sociology, psychology, and such 
cross-cut studies as demography, public administration, or 
industrial relations. The economist’s role can as a result be 
more precisely defined to-day than in the nineteenth century, 
and he can learn from other social scientists and they from him. 
And the economist’s statistical tools have been vastly improved. 
Accountancy has linked up with theoretical economics, bringing 
to birth in the process social accounting and econometrics. 
Ricardo spent much time considering the question—one 
should rather say the hypothesis—of an ‘invariable’ standard 
of value. He did not find one. Nor have modern economists. 
But with the help of index numbers they have come a great 
deal closer to it than he could ever have done. 

One lays down this book with the feeling of having been in 
contact with a genuinely great man. Awkward and graceless 
Ricardo, as a writer, no doubt was. His terminology is to-day 
out of date. He saw clearly only in the limited field of com¬ 
petition. But whoever breaks the language barrier and gets to 
know him realizes that, in his own special field, he saw for his 
time very clearly indeed. The foundations he laid were good, 
and others could build on them. We in more recent times have 
restated his theory of perfect or effective competition in new 
language, and have branched out from it into new fields. But 
we have not essentially altered it. And though we have 
acquired new tools, and new insights into economics, we still 
practice essentially the same scientific method which Ricardo 
developed in the early days; dry, perhaps, and often repellent, 
but the one sure foundation. Michael P. Fogarty. 
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ORIGINAL PREFACE 


The produce of the earth—all that is derived from its surface by 
the united application of labour, machinery, and capital, is 
divided among three classes of the community, namely, the 
proprietor of the land, the owner of the stock or capital necessary 
for its cultivation, and the labourers by whose industry it is 
cultivated. 

But in different stages of society, the proportions of the whole 
produce of the earth which will be allotted to each of these 
classes, under the names of rent, profit, and wages, will be 
essentially different; depending mainly on the actual fertility 
of the soil, on the accumulation of capital and population, and 
on the skill, ingenuity, and instruments employed in agriculture. 

To determine the laws which regulate this distribution is the 
principal problem in Political Economy: much as the science 
has been improved by the writings of Turgot, Stuart, Smith, 
Say, Sismondi, and others, they afford very little satisfactory 
information respecting the natural course of rent, profit, and 
wages. 

In 1815, Mr. Malthus, in his Inquiry into the Nature and 
Progress of Rent, and a Fellow of University College, Oxford, 
in his Essay on the Application of Capital to Land, presented to 
the world, nearly at the same moment, the true doctrine of 
rent; without a knowledge of which it is impossible to under¬ 
stand the effect of the progress of wealth on profits and wages, 
or to trace satisfactorily the influence of taxation on different 
classes of the community; particularly when the commodities 
taxed are the productions immediately derived from the surface 
of the earth. Adam Smith, and the other able writers to whom 
I have alluded, not having viewed correctly the principles of 
rent, have, it appears to me, overlooked many important 
truths, which can only be discovered after the subject of rent 
is thoroughly understood. 

To supply this deficiency, abilities are required of a far 
superior cast to any possessed by the writer of the following 
pages; yet, after having given to this subject his best considera- 
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tion—after the aid wnich he has derived from the works of the 
above-mentioned eminent writers — and after the valuable 
experience which a few late years, abounding in facts, have 
yielded to the present generation—it will not, he trusts, be 
deemed presumptuous in him to state his opinions on the laws 
of profits and wages, and on the operation of taxes. If the 
principles which he deems correct should be found to be so, 
it will be for others, more able than himself, to trace them to 
all their important consequences. . 

The writer, in combating received opinions, has found it 
necessary to advert more particularly to those passages in the 
writings of Adam Smith from which he sees reason to differ; 
but he hopes it will not, on that account, be suspected that he 
does not, in common with all those who acknowledge the 
importance of the science of Political Economy, participate in 
the admiration which the profound work of this celebrated 
author so justly excites. 

The same remark may be applied to the excellent works ot 
M. Say, who not only was the first, or among the first, of con¬ 
tinental writers who justly appreciated and applied the principles 
of Smith, and who has done more than all other continental 
writers taken together to recommend the principles of that 
enlightened and beneficial system to the nations of Europe; 
but who has succeeded in placing the science in a more logical 
and more instructive order; and has enriched it by several 
discussions, original, accurate, and profound. 1 The respect, 
however, which the author entertains for the writings of this 
gentleman has not prevented him from commenting with that 
freedom which he thinks the interests of science require, on 
such passages of the Economic Politique as appeared at 
variance with his own ideas. 

1 Chap. xv. Part i., Da Dchntichis, contains, in particular, some verv 
important principles, which I believe were first exptaiued by this dis¬ 
tinguished writer. 
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In this edition I have endeavoured to explain more fully than 
in the last my opinion on the difficult subject of Value, and 
for that purpose have made a few additions to the first chapter. 
I have also inserted a new chapter on the subject of Machinery, 
and on the effects of its improvement on the interests of the 
different classes of the state. In the chapter on the Distinctive 
Properties of Value and Riches, I have examined the doctrines 
of M. Say on that important question, as amended in the fourth 
and last edition of his work. I have in the last chapter en¬ 
deavoured to place in a stronger point of view than before the 
doctrine of the ability of a country to pay additional money 
taxes, although the aggregate money value of the mass of its 
commodities should fall, in consequence either of the diminished 
quantity of labour required to produce its corn at home, by 
improvements in its husbandry, or from its obtaining a part 
of its com at a cheaper price from abroad, by means of the 
exportation of its manufactured commodities. This considera¬ 
tion is of great importance, as it regards the question of the 
policy of leaving unrestricted the importation of foreign com, 
particularly in a country burtliened with a heavy fixed money 
taxation, the consequence of an immense National Debt. I 
have endeavoured to show that the ability to pay taxes depends, 
not on the gross money value of the mass of commodities, nor 
on the net money value of the revenues of capitalists and land¬ 
lords, but on the money value of each man's revenue compared 
to the money value of the commodities which he usually 
consumes. 

March 26, 1821. 
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CHAPTER XXIX 


TAXES PAID BY THE PRODUCER 

M. Say greatly magnifies the inconveniences which result i! 
a tax on a manufactured commodity is levied at an early, 
rather titan at a late, period of its manufacture. The manu¬ 
facturers, he observes, through whose hands the commodity 
may successively pass, must employ greater funds in consequence 
of having to advance the tax, which is often attended with 
considerable difficulty to a manufacturer of very limited capital 
and credit. To this observation no objection can l>c made. 

Another inconvenience on which lie dwells is that, in con¬ 
sequence of the advance of the tax, the profits on the advance 
also must he charger! to the consumer, and that this additional 
tax is one from which the treasury derives no advantage. 

In this latter objection I cannot agree with M. Say. The 
state, we will suppose, wants to raise mmtdiaUlv £1000, and 
levies it on a manufacturer, who will not for a twelvemonth lie 
able to charge it to the consumer on his finisher I commodity. 
In consequence of such delay, he is obliged to charge for his 
commodity an additional price, not only of £1000, the amount 
of the tax, but probably of £1100, £100 lieing for interest on 
the £1000 advanced. Hut in return for this additional £ioo 
paid by the consumer, lie has a real licncfit, inasmuch as his 
payment of the tax which government required immediately, 
and which he must finally pay, lias been postponed for a year; 
an opportunity, therefore, has Itecn afforded to him of lending 
to the manufacturer who had occasion for it the £iooo, at to per 
cent., or at any other rate of interest which might he agreed 
upon. Eleven hundred pounds, payable at the end of one year, 
when money is at 10 per cent, interest, is of no more value than 
£tooo to lie paid immediately, i l government delayed receiving 
the tax for one year till the manufacture of the commodity was 
completed, it would perhaps be obliged to issue an exchequer 
bill hearing interest, and it would pay as much for interest as 
the rorwufher would save in price, excep mg, indeed, that 
portion of the price which the manufacturer might be enabled, 
in consequence of the tax, to add to his own real gains. If for 

* 5 * 
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the interest of the exchequer bill government would pay 5 per 
cent., a tax of £50 is laved by not issuing it. If the manu¬ 
facturer borrowed the additional capital at $ per cent., and 
charged the consumer to per cent., he also will lutve gained 
5 per cent, on his advance, over and altove lus usual profits, 
so that the manufacturer and government together gain or 
save precisely the sum which the consumer jiavs. 

M. Simonde, in his excellent work, l)t la Kuhcut CtmmrrriaU. 
following the same line of argument as M. Sav. has calculated 
that a tax of 4000 francs, paid onginatlv hv a manufacturer, 
whose profits were at the moderate rate of 10 |*-r mil , would, 
if the commodity manufactures! only passed through the hands 
of five different persons, lie raised to the outMimrr to the sum 
of 67,44 francs. This calculation proceeds on the -opposition 
that he who first advanced tlie tax would meive from the next 
manufacturer 4400 fronrs. and lie again from the next. 4H40 
franes; so that at each step 10 per cent, on its value would l>e 
added to it. This is to supjiose that the value of the tax would 
be accumulating at com|iotind interest, not at the rale ot 10 
per cent. |icr annum, hut at an absolute rate of 10 per lent »t 
every step of its progress. This opinion of M dr ''intondr 
wouhl lie correct if five years elapsed lietween the first advance 
of the tax and the sale of the taxed commodtiv to the con 
siimer; hut if one year only rlapsed, a remuneration of 400 
francs, instead of 4744. would give a profit at the rule of 10 jrr 
cent, per annum to all who had contributed to the advamc of 
the tax, whether the commodity had passed through the liandx 
of live manufacturers or fifty. 



CHAPTER XXX 

ON THE INFLUENCE OF DEMAND AND SUPPLY ON PRICES 

It is the cost of production which must ultimately regulate the 
price of commodities, and not, as has been often said, the pro¬ 
portion between the supply and demand: the proportion 
between supply and demand may, indeed, for a time, affect the 
market value of a commodity, until it is supplied in greater or 
less abundance, according as the demand may have increased 
or diminished; but this effect will be only of temporary duration. 

Diminish the cost of production of hats, and their price will 
ultimately fall to their new natural price, although the demand 
should be doubled, trebled, or quadrupled. Diminish the cost 
of subsistence of men, by diminishing the natural price of the 
food and clothing by which life is sustained, and wages will 
ultimately fall, notwithstanding lliat the demand for labourers 
may very greatly increase. 

The opinion that the price of commodities depends solely on 
the proportion of supply to demand, or demand to supply, has 
become almost an axiom in political economy, and has been 
the source of much error in that science. It is this opinion 
which has made Mr. Ituchanan maintain that wages are not 
influenced by a rise or fall in the price of provisions, but solely 
by the demand and supply of labour; and that a tax on the 
wages of labour would not raise wages, because it would not 
alter the projmrtion of the demand of labourers to the supply. 

The demand for a commodity cannot be said to increase if 
no additional quantity of it lie purchased or consumed; and yet 
under such circumstances its money value may rise. Thus, if 
the value of money were to fall, the price of every commodity 
would rise, for each of the'eompetiton would be willing to spend 
more money than before on its purchase; but though its price 
ro* 10 or ao per cent., if no more were bought than before, it 
would not, I apprehend, he admissible to say that the variation 
in the price of the commodity eras caused bv the increased 
demand for it Its natural price, its money cost of production, 
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would be really altered by the altered value of money; and 
without any increase of demand, the price ol the commodity 
would be naturally adjusted to that new value. 

" We have seen,” says M. Say, “ that the cost of production 
determines the lowest price to which thing* can fall the pnce 
lielow which they cannot remain for any length of time, ln-cduce 
production would then be cither entire!) stnpjied or diminished," 
Vol. ii. p. 36. 

He afterwards says that the demand fur gold has mg im reuses! 
in a still greater projxirtion than the supply. Mine the tiiMxiserv 
of the mines, “ its price in good*, instead of fulling in the (im¬ 
port ion of ten to one, fell only in the pmpirtion of four to one. " 
that is to sav, instead of fulling in pmjtoriion as its natural 
price had fallen, fell in proportion as thr supply exceeded the 
demand.*—“ The value of every umimodity nu> alrast in a 
direst ratio to the demand , and in an inrmr ratio to the tupply." 

The same opinion is expressed hv the Karl of I audrrdalr 

" With respect to the variations m salue. of whi< h csmilling 
valuable is susceptible, if we could for a moment »uj>|x>sr tlut 
any substance possessed intrinsic am) fixed value, *0 as to render 
an assumed quantity ol it constantly, under all < m unistamrs, 
of an equal value, then the ilegrre of s-alue of all thing', a**re¬ 
tained by such a fixed standard, would var\ am.rdmg to the 
proportion betwixt the quantify of them and the d< mand for tfiem, 
and every commodity would, of course. t»e sulije« 1 to a variation 
in its value, from four different rir<utmtamrx- 

1. " It would lx: subject to an inerrasr of its salue. from a 
diminution of its quantity. 

3. “ To a diminution of it' value, from an augmentation of 
its quantity. 

,t. “ It might suffer an augmentation m its value, from the 
cirrumslance of an increased demand. 

4. " Its value might lie diminished bs a failure of demand. 

“ As it will, however, clearly «|*jKar that no lomrnodity con 
possess fixed and intrinsic value, so as to qualify it for a measure 
of the value of other commodities mankind are induced to select, 
as a practical measure of salue, that which apjear* the least 

1 It, with the quantity of gold and wh'T whifh a*luailv e»i*U. Ihr-sr 
metal* only served fee I he mamifaeMre of utMiwIs and •»i»*n*eols, lh*T 
would be abundant, and would le much cbe»|*r 'f an they are *1 present 
In other words. In exchanging them »'* «" <dher M*er»«. r»»K *» 
should be obliged to five pr»f **1 email? » roster <ju«dil y«f them IM 
as a large quantity of lbrie metals Is used I'S ne«KT, and a* this |ortl>* 
ts used for no other purpose*, there remains less to 1» einptoyed <n furniture 
and jewellery; now thJs warril? add* to ‘h»u valor -hay. vot tt p it*. 
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liable to any of these four sources of variations, which are the sole 
causes of alteration of value. 

“ When, in common language, therefore, we express the value 
of any commodity, it may vary at one period from what it is at 
another, in consequence of eight different contingencies:— 
i. “ From the four circumstances above stated, in relation to 
the commodity of which we mean to express the value. 

a. “ From the same four circumstances, in relation to the 
commodity we have adopted as a measure of value." 1 

This is true of monopolised commodities, and, indeed, of the 
market price of all other commodities for a limited period. If 
the demand for hats should be doubled, the price would imme¬ 
diately rise, but that rise would lie only temporary, unless the 
cost of production of hats or their natural price were raised. 
If the natural price of bread should fall 50 j>cr cent, from some 
great discover)' in the science of agriculture, the demand would 
not greatly increase, for no man would desire more than would 
satisfy his wants, and as the demand would not increase, neither 
would the supply; for a commodity is not supplied merely 
because it can be produced, but because there is a demand for 
it. Here, then, we have a case where the supply and demand 
have scarcely varied, or, if they have increased, they have 
increased in the same proportion; and yet the price of bread 
will have fallen 50 per cent., at a time, too, when the value of 
money had continued invariable. 

Commodities which are mono|K>)iscd, either by an individual 
or by a company, vary according to the law which Lord loiudcr- 
dale has laid down: they fall in proportion as the sellers augment 
their quantity, and rise in proportion to the eagerness of the 
buyers to purchase them; their price has no necessary connec¬ 
tion with their natural value: but the prices of commodities 
which are subject to competition, and whose quantity may be 
increased in any moderate degree, will ultimately depend, not 
on the state of demand and supply, but on the increased or 
diminished cost of their production. 

1 ,4 a /nfairy ntfu iKt amj Orient of PtMtt Wtalik p ij 



CHAPTER XXXI 


ON MACHINESV 

•In the present chapter I shall enter into some inquiry respecting 
the influence of machinery on the interests »>( the different 
classes of society, a subject of great importance, and one which 
apIKtars never to have twen investigated in a manner to lead in 
any certain or satisfactory results. It ts more imumtirnt > n 
me to declare my opinion on this question, la-cause thrs have, 
on further reflection, undergone a cult odera hie change, and 
although f am not aware that I have ever published anv thing 
rcs|>ecting machinery win* h it is no r sarv for me to n tract, 
vet I have in other ways given mv Mip|*>ri to dm trines which 
I now think erroneous; it therefore lmomrs a duly in me to 
submit my present views to examination, with mv reason* for 
entertaining them. 

Ever since I first turned mv attention to questions of j/ohncal 
economy, I have hern of opinion that such an application of 
machinery to any brunch of prodio turn as should have the effect 
of saving lalxjur wa« a general good, anompaiiicd onlv with 
tliat [xjrtion of inconvememe which in most <a*es attends the 
removal of capital and Ld*mr from one unplovmint to another. 
It apfieared to me that, provided llir Undlrd' had the some 
money rents, they would lie fienefitrd l»v the rnlmtion in the 
prices of some of the commodities on which those rrnt* were 
expended, amt which redmiion of pn<r <«uld not fad to lie tfte 
consequence of the emplovmeiil of m.vhmcrv The lapitahst, 
I thought, was eventuallv Iw-nrfiicd ptmvrlv in tlie same 
manner. He. indeed, who made the di«osery of tlie machine, 
or who first usefully applied it, would enjov an addiliorvaf 
advantage by making great profits lor a time. un. in jirojKirtioa 
as the machine came into general us<, the pr*< c of the eommodtt y 
produced would, from the rffr< ts <>f competition, sink to its <o*t 
of production, when the capitalist would get the same money 
profits as before. and he would only participate in the general 
advantage as a consumer, by firing enabled, with the same 
money revenue, to command an additional quantity of comforts 
and enjoyments. The class of labourers also, 1 thought, was 

i6j 
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equally benefited by the use of machinery, as they would have 
the means of buying more commodities with the same money 
wages, and I thought that no reduction of wages would take 
place because the capitalist would have the power of demanding 
and employing the same quantity of labour as before, although 
he might be under the necessity of employing it in the pro¬ 
duction of a new or, ut any rate, of a different commodity. 
If, by improved machinery, with the employment of the same 
quantity of labour, the quantity of stockings could he quad¬ 
rupled, and the demand for stockings were only doubled, some 
labourers would necessarily lie discharged from the stocking 
trade; but os the capital which employed them was still in 
being, and as it wits the interest of those who had it to employ 
it productively, it appeared to me that it would l>c employed 
on the production of some other commodity useful to the society, 
for which there could not fail to l>e a demand; for 1 was, nnd am, 
deeply impressed with the tmth of the observation of Adam 
Smith, that " the desire for food is limited in every man by the 
narrow rapacity of the human stomm h, but the desire of the 
conveniences and ornaments of building, dress, equipage, and 
household furniture, seems to have no limit or certain boundary." 
As, then, it appeared to me that there would be the same demand 
for lalnur as In-fore, and that wages would In* no lower, I thought 
that the labouring class would, equally with the other < lasses, 
participate in the advantage, from the general cheapness of 
commodities arising from the use of machinery. 

These were my opinions, anti they continue unaltered, as far 
as regards the landlord and the lapitalist; but I am convinced 
that the substitution of machinery for human labour is often 
very injurious to the interests of the class ol labourers. 

My mistake arose from the .supposition that whenever the 
net income of a society increased, its gross income would also 
increase; I now, however, sec reason to lie satisfied that the 
one fund, from which landlords and capitalists derive their 
revenue, may increase, while the other, that upon which the 
l.dxiuring class mainly depend, may diminish, and therefore it 
follows, if i am right, that the same cause which may increase 
the net revenue of the country may at the same time render 
the population redundant, and deteriorate the condition of the 
labourer. w 

A capitalist, we will suppose, employs a capital of the value of 
£>0,000, and that he carries on the joint business of a fanner 
and a manufacturer of necessaries. We will further suppose 
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that £7000 of this capital is in vestal in fixed capital, via. in 
buildings, implements, etc., etc., and that the nn.am.ng f'n.ooo 
is employed as circulating capital m the support ni laixiur. 
Let us suppose, too, that profits are to per ant., and amse- 
quently that the capitalist s capital is e\e«y yt.11 put into its 
original state of efficiency and vicld* a profit of i.w. 

Kach year the capitalist In-gins his opt rations In laving |,*d 
and nictssaries in his possession of tin value < | i t ;,<sou, all o( 
which he sell* in the course ol the year to his own workmen lor 
that sum of money, and. during the same jh-ikhI, he pass tin in 
the like amount of money (or wages: at the end ot ihr uar 
thev replace in his possession fnoel and narss.inrs 1 I the value 
ol jfiy.ooo, jfsooo of whn h he consumes liiinvll. or dispiscs ol 
as may best suit his pleasure and gratit'n.uion. .\s far as these 
products are concerned, tin gross produir for that vrar u 
£H.00-3, and the net pndna- £;ooo. Suppose, now, that the 
feillovving year the capitalist unpins s half Ins no 11 in < onstne ling 
a machine, and the other half in ptodin ing li«s! and ne< < sxarie-* 
a* usual. During that year h<- would pav the sum o| f t pooo 
in wages as usual, and would sill h««| and tie.ess.uics t.i the 
same amount to his workmen, but what would l« the ease the 
following year? 

While the machine was l*-ing made-, only erne- hall ol the usual 
epiantlty of food anel n<<< varies weaild tee- oht.iim,), .md thrv 
weiulel l>c only one half the- value <>f the epjantitv wln<h »«t 
producerl lie-fore. The ina< lime- we.iilel lie worth /poo. ami 
the: feme! anel necessjirirs £7c00, anel. therefor* the > .ijul.il til 
the capitalist would lie- as gn.it as la-fore-. !■ r In woulij Have, 
lienides the-sc tw<i values. Jus Ine-el < apital worth Ipso, making 
in the whole £10,000 eapital, anel l;o» jerolit Alt' r »f*<i«i< ting 
this latter sum for his own exjrens.». he would have;, no greater 
circulating capital than £5500 with whnh to »au\ on lets sub¬ 
sequent operations, anel, therefore. Ins imam of rmploving 
labour would be rcdu«eij in the proportion of i t \.w<o to £stoe, ( 
and. consequently, all the laUnir whnh was fee lore employed 
by £7500 would Iw-come redundant. 

The reduced quantity of labour whi-h the capitalist tan 
employ, must, indeed, with the assistance e,f the truelune, ami 
after deductions for its rrpairs, proehn e a value equal to £7*00, 
it must replace the circulating capital with a profit of £*<*«. nn 
the whole capital, but if this lw elone. if tie- n«t income l»e not 
diminished, of what importance is tt to the capitalist whether the 
grass income be ol the value e>f (jooo.ol £10,000, or ol £15,00o? 
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to *W» *«e, then, although the net produce will not be 
diminished m value, although its power of purchasing com- 
modifies may be greatly increased, the gross produce all have 
fallen from a value of {15,000 to a value of {7500: and as 
the power of supporting a population, and employing labour 
depends always on the gross produce of a nation, and not on 
net produce, there will necessarily be a diminution in the 
demand for labour, population will become redundant, and the 

poverty" ° ^ abour,n * classcs wil1 ^ that ut distress and 

As, however, the power of saving from revenue to add to 
capital must depend on the efficiency of the net revenue, to 
satisfy the wants of the capitalist, it could not fail to follow 
from the reduction in the price of commodities consequent on 
the introduction of machinery that with the same wants he 
would have increased means of saving increased facility of 
transferring revenue into capital. Hut with every increase of 
capital he would employ more labourers; and, therefore, a 
portion of the people thrown out of work in the first instance 
would la- subsequently employed; and if the increased produc¬ 
tion, m consequence of the employment of the machine, was so 
great as to afford, in the shape of net produce, as great a quantity 
of hxxl and necessaries as existed lx-fore in the form of gross 
produce, there would be the same ability to employ the whole- 
population, and, therefore, there would not necessarily la anv 
redundancy of people. ' 

All I ns ish to prove is that the discovery and use of machinery 
may be attended with u diminution of gross produce- and 
whenever that is the case, it will la injurious to the lalxmrinir 
class, as some of their number will fa thrown out of employ¬ 
ment, and population will lacome redundant compared with 
tnc funds which are to employ it. 

The case which I have supposed is the most simple that I 
could select ; but it would make no difference in the result if 
we supposed that the machinery was applied to the trade of 
any manufacturer - that of a clothier, for example, or of a 
cotton manufacturer If. in the trade of a clothier, less cloth 
would be produced afteV the introduction of machinery for a 
port of that quantity which is disposed of for the pu^ose of 
paying a large body of workmen would not be required Iwthcir 
employer. In consequence of using the machine, it would be 
necessary for him to reproduce a value only equal to the value 
Consumed, together with the profits on the whole capital 
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£7500 might do this as effectually as £15,000 did before, the 
case differing in no respect from the former instance. it may 
be said, however, that the demand for doth would be as great 
as before, and it may be asked from whence would this supply 
come? But by whom would the cloth be demanded? By the 
farmers and the other producers of necessaries, who employed 
their capitals in producing these necessaries as a mrun« of obtain¬ 
ing cloth: they gave com and necessaries to the clothier for 
cloth, and he bestowed them on hi* workmen for the doth 
which their work afforded him. 

This trade would now cease; the clothier would not want tin 
food and clothing, having fewer men to employ and lias mg less 
doth to dispose of. The farmers and others, who only pro¬ 
duced necessaries as means to an end. could no longer obtain 
cloth by such an application of tlirir capitals, and, therefore, 
they would cither themselves employ their i.ipuah in ptodu< mg 
< loth, or would lend them to others, in order tliat thr commodity 
really wanted might be furnished; and that for whi<h no one 
had the means of paying, or (or whnh tlure was no demand, 
might cease to lie produ*<d. This. then. Inuls us to the same 
result; the demand for lalviur would dimmish, and the rum- 
modifies necessary to the supjxirt of lalx.tir would not lie 
produced in the same ahund.tm r. 

If these views lie correct, it follows, first, that the discovery 
and useful application of mat him rv always h ad' to the m< tease 
of the net produce of the country, although it mar not, and 
will not, after an inconsiderable inti real, m< r-a.se the value of 
that net produce. 

Secondly, that an increase of the m t pn*du< r of a lountry 1* 
compatible with a diminution of the gross |>n*lu< r, and that 
the motives for employing machinery are always sufhcunl to 
ensure its employment if it will imrca c the net produce, 
although it may, and frecjumtlv must, dimmish Imth the 
quantity of the gross produce and its value. 

Thirdly, that the opinion entertained hv the bUmrmg class, 
that the employment of machinery 1* frequently detrimental to 
their interests, is not foundccl on preplan r and error, hut n 
conformable to the ooncct principles of political economy. 

Fourthly, that if the improved means of production, tn conse¬ 
quence of the use of machinery, should increase the net produce 
of a country in a degree so great as not to dimmish the gross 
produce (I mean always quantity of commodities, and not 
value), then the situation of all classes will f* improved. The 
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landlord and capitalist will benefit, not by an increase of rent 
and profit, but by the advantages resulting from the expenditure 
of the same rent and profit on commodities very considerably 
reduced in value, while the situation of the labouring classes 
will also be considerably improved; First, from the increased 
demand for menial servants; secondly, from the stimulus to 
savings from revenue which such an abundant net produce wilt 
afford; and, thirdly, from the low price of all articles of con¬ 
sumption on which their wages will l>c expended. 

Independently of the consideration of the discovery and use of 
machinery, to which our attention has liecn just directed, the 
labouring class have no small interest in the manner in which 
the net income of the country is expended, although it should, 
in all cases, be expended for the gratification and enjoyments 
of those who arc fairly entitled to it. 

If a landlord, or a capitalist, cx|>cnds his revenue in the manner 
of an ancient baron, in the support of a great number of retainers, 
or menial servants, he will give employment to much more 
latxmr than if he cx|>ended it on fine clothes or costly furniture, 
on carriages, on horses, or in the purchase of any other luxuries. 

In both cases the net revenue would lie the same, and so would 
be the gross revenue, but the former would lx* realised in dif¬ 
ferent commodities. If my revenue were {10,000, the same 
quantity nearly of productive labour would he employed 
whether I realised it in fine Hollies and costly furniture, etc., 
etc., or in a quantity of food and clothing of the same value. 
If, however, I realised my revenue in the first set of commo¬ 
dities, no more inliour would lie foinafuftidy employed: I 
should enjoy my furniture and my clothes, and there would l>e 
an end of them; but if 1 realised my revenue in food and clothing, 
and my desire was to employ menial servants, all those whom 
I muld so employ with my revenue of {10,000, or witli the 
food and clothing which it would purchase, would he to be added 
to the former demand for labourers, and this addition would take 
place only liecausc I chose this mode of expending my revenue. 
As the labourers, then, are interested in the demand for labour, 
they must naturally derirc that as much of tire revenue as 
possible should be diverted from expenditure on luxuries to lie 
expended in the support of menial servants. 

In the Same manner, a country engaged in war, and which is 
under the necessity of maintaining large fleets and armies, 
employs a great many more men than will be employed when 
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the war terminates, and the annual expenses which it brings 
with it, cease. 

If I were not called upon for a tax of {500 during the war, ami 
which is expended on men in the situations of soldiers and sailors, 
I might probably expend that portion of my income on furniture, 
clothes, books, etc., etc., and whether it was rx|irnded in the 
one way or in the other, there would he the same qtiAiitm «.f 
labour employed in production; for the food and «lotiung of the 
soldier and sailor would require the same amount of ind-i'lrv 
to produce it as the more luxurious commodities, Imt in Un¬ 
ease of the war, there would l>e the additional demand for mm 
as soldiers and sailors; and, consequently. a war win- h is sine- 
ported out of the revenue, and not from the capital of a unintiy, 
is favourable to the increase of jxipulation. 

At the termination of the war, when part of tnv revenue 
reverts to me, and is employed as Iwforr in the put- h.c-r of wme, 
furniture, or other luxuries, the population whn li it More 
supported, and which the war calle-1 into exivtrmr. will I wo.me 
redundant, and by its effect on the rest of the population, and its 
competition with it for employment, will sink the value of w-ikt-s, 
and very materially deteriorate the condition of the taUmimg 
classes. 

There is one other cave that should lw notir e-l of the |«*s'ihilitv 
of an increase in the amount of the nrt res rime of a < -mntrv, and 
even of its gross revenue, with a diminution of demand f**r 
labour, and that is when the Utxiur <-f horses is suh-t tinted lor 
that of man. If I employed »ne hundred mm on ro> farm, an<l 
if I found that the food Ix-stowed on fifty of th-ee mm could 
lie diverted to the s-upjxirt of horses, and affor-l me a treater 
return of raw produce, after allowing for the inter* t of the 
capital which the purchase of the horv s would aho.»h, it would 
lw advantageous to me to substitute the horses lor the men, and 
I should accordingly do so; Iwt this would not lw for tins 
interest of the men, and unless the income I obtained was so 
murh increased as to enable me to employ the men a» well a* the 
horses, it ises-ident that the population would Iwsoinr redundant 
and the lalxiurer's condition would sink in tl<e general wak. 
It is evident he could not, under any circumstances. 1 w employed 
in agriculture; but if the prexluee of the Un-i were imreaied by 
the substitution of horses for men, he might fw employed in 
manufactures, or as a menial servant. 

The statements which I have mark will not, I hope, lead to the 
inference that machinery should not be encouraged. To wt- 
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date the principle, I have been supposing that improved 
machinery is suddenly discovered and extensively used; hut 
the truth is that these discoveries arc gradual, and rather 
operate in determining the employment of the capital which i-. 
saved and amimulatcd than in diverting capital from it> 
actual employment. 

With every increase of capital and population food will 
generally rise, on account of its being more difficult to produce. 
The consequence of a rise of food will lie a rise of wages, ami 
cvcpr rise of wages will have a tendency to determine the saved 
capital in a greater proportion than l>cfore to the employment 
of machinery. Machinery and labour are in constant com- 
petition, and the former can frequently not be employed until 
lalKmr rises. 

In America and many other countries, where the food of man 
is easily provided, there is not nearly such great temptation to 
employ machinery as in England, where food is high and costs 
much labour for its production The same cause that raise-> 
labour docs not raise the value of machines, and, therefore, 
with every augmentation of capital, a greater projwrtion of it is 
employed on machinery. The demand for Lilxntr will continue 
to increase with an increase of capital, hut not in proportion to 
its increase; the ratio will necessarily lie a diminishing ratio. 1 

I have Indore observed, too, that the increase of net incomes, 
estimated in commodities, whnh is alwavs the ooiv-cquencc ot 
improved machinery, will lend to new savings and aicumula- 

1 " The ih-m.irul for l.ilumr ■ l<-p<'iufo on the inrrr.iMi'H of rirrtil.iting ami 
not of fixed capital. Were it Imr that tin* proportion Iwtwrrn these two 
s«*rts of capital tv the same at all tand in all countries, then, imlml, 
it follow* that the nuud'er of l.dwnirrrs emploved is in projxvtion to the 
thr wealth of the state Hut inch a pmitiori has not the semblance of 
probability A* art* are cultivated, ami civilisation is extended, hved 
capital bears a larger and larger proportion to circulation capita) The 
amount of lived capital »mplo\»*»l in the production of a pice** of British 
muslin is at leant a hundred, prohahlv a thousand times jrreater than that 
employed in the production of a similar piece of Indian muslin And the 
proportion of nictitating capital employed is a hundred or a thousand 
time* less. It is easy to conceive that, under certain circumstances, the 
whole of the annual savings of an industrious j>rople mijiht l»e added to 
fixed Capital, in which case they would have no effect m increasing the 
demand for labour “—llarton, On lA# ('onJi/iph of ikd / aAourtmt ( kuo of 
Son*tv, pajje 16. 

It U not easy, I think, to conceive that. un<W any circumstances, an 
Increase of capital should not be followed by an increased demand for 
labour; the most that can be said is. that the itemand will be m a dimmish* 
inn ratio., Mr Hartim. m the above publication, has, I think, taken a 
correct view of some of thr effects of an increasing amount of fired capital 
on the condttmn of the labouring classes. His essay contain* much 
valuable In format ton. 
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tions. These savings, it mu si lx* rcmemlxTcd, are annua], 
and must soon create a fund much greater than the gross revenue 
originally lost by the discovery of the machine, when the demand 
for labour will be as gwra*. %•> before, ami the situation of the 
jseoplc will lie still further improved bv the increased savings 
which tlic increased net revenue will still enable them to make. 

The employment of machinery could never lie safely dis¬ 
couraged in a state, lor if a <uptt.il is not allowed lit get the 
greatest net revenue that the use of mui hinerv will afford here, 
it will lx carried abroad, and this must lx a much more serious 
discouragement to the demand lor lalxmr than the most exten¬ 
sive employment of muchuu-rv , (or while a capital is employed 
in this country it niuM ircatc a ileinand for some lalxuir, 
machmerv i annul lx* worked without the assistance of men, it 
cannot lx- made but with the (ontribution of their lalxuir. Hy 
investing part <•( a capital m unproved ma< hinerv there will lx! 
a diminution in the progrr-'iv r <!< in tnd f<<r ial«»ur; by ex|xirting 
it to another munliv the ilemaml will lx- wliollv annilnlatcil. 

'Hie pri.es «( <oinimxltties. t<x>. arc ngulutrd bv their cost of 
pr.-hu lion llv imploving improve.i ma< hinerv, the cost of 
prixlu* turn of < nouiioditn ■ o re<lined, and, < onse piently, vou 
<an afford to mII thnn in f ougn markets at a «heaprr prn r. 
If, however, vui w< re to rijct the use of mu. hinerv. while all 
other < oontiK s < in ..ur.igi d it, vou would l*c obliged to exjxirt 
vmir monev, in e\< hunge for fi.mgn g.x»l», till v<ei sunk the 
natural pr.. < . of y.-ur g »i.b to the pn.es of other countries. 
In making vour rv.hanges with those <<.iniinrs you might give 
a conmioditv win. h <•”•’. tw . d <w‘ l,«l- .ur la re for a < onnn.xht v 
whs. h <o t <<n< abroad, .ri I this d. >.tdv antagrouv cvhungc 
would lx the lon i.pieme > I vour own a.t, for the lomtwxlv 
which v.i'i rxjx.n, and whi< h <<<st v. o two daw’ lalxuir, would 
liavr cost von only one if vou hud not irirted the use of 

m.vimerv. the Mrvnes of whi<h jour neighbour* luui more 
wisely appropriated to thcnr-clvc*. 



CHAPTER XXXn 

MX. MAITUUS’S OPINIONS ON KENT 

Although the nature of rent hoe in the former pages of this 
work been treated on at some length, yet I consider myseli 
bound to notice some opinions on the subject which appear to 
me erroneous, and which are the more important as they are 
found in the writings of one to whom, of all men of the present 
day, some branches of economical science are the most indebted. 
Of Mr. Malthus’s Essay on Population 1 am happy in the 
opportunity here afforded me of expressing my admiration. 
The assaults of the opponents of this great work have only 
served to prove its strength; and I am persuaded that its just 
reputation will spread with the cultivation of that science of 
which it is so eminent an ornament. Mr. Malthus, too, has 
satisfactorily explained the principles of rent, and showed that 
it rises or falls in proportion to the relative advantages, cither 
of fertility or situation, of the different lands in cultivation, and 
has thereby thrown much light on many difficult points con* 
netted with the subject of rent, which were before either un¬ 
known or very imperfectly understood; yet he appears to me 
to have fallen into some errors which his authority makes it 
the more necessary, whilst his characteristic candour renders it 
less unpleasing, to notice. One of these errors lies in supposing 
rent to be a clear gain and a new creation of riches. 

I do not assent to all the opinions of Mr. Buchanan concerning 
rent; but with those expressed in the following passage, quoted 
from his work by Mr. Malthus, I fully agree, and therefore I 
must dissent from Mr. Malthus’s comment on them. 

“ to this view it (rent) can form no general addition to the 
stock of the community, as the neat surplus in question is 
nothing more than a revenue transferred from one class to 
another; and from the mete circumstance of its thus changing 
hands, it is clear that no fund can arise out of which to pay 
taxes. The revenue which pays for the produce of the land 
exists already in the hands of those who purchase that produce; 
and if tfal price of subsistence were lower, it would still remain 
in their hands, where it would be just as available for taxation 
* 7 * 
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as when, by a higher price, it is transferred to the landed 
proprietor.*' 

After various observation* on the difference between rtv 
produce and manufactured commodities, Mr. Malthas asks, " la 
it possible, then, with M. dc Stunondi, to regard rent as the sols 
produce of labour, which hat a value purely nominal, and the 
mere result of that augmentation of price which a seller obtains 
in consequence of a peculiar privilege; or, with Mr. Buchanan, 
to consider it at no addition to the national wealth, tail merely 
a transfer of value, advantageous only to the landlords, and 
propnrtionably injuritmi to the consumer* * " 1 
I have already expressed my opinion on this subject in treating 
of rent, and have now only further to sdd, that rent is a creation 
of value, as 1 understand that word, but not a creation of 
wealth. If the price of com, from the difficultv of producing 
any portion of it, should rise from £4 to £5 per quarter, a million 
of quarters will tie of the value of £5,000,000 instead of £4/100,000, 
and as this com will exdtange not only for more money, but for 
more of every other commodity, the postetsors will have a 

E ater amount of value; ami »«no one else will, in consequence, 
ve a less, the vxriety altognlier will be possessed of greater 
value, and, in that sense, rent n a creation of value. But this 
value is so far nominal that it adds nothing to the wealth, that 
is to say, the necessaries, conveniences, and enjoyments of the 
society. We should iuivc precisely tlie same quantity and no 
more of commodities, and the same million quarters of cum as 
before; I tut the effect of its Iwmg rated at £5 per quarter instead 
of £4 would be to transfer a portion of the value of the cunt 
and commodities from tlieir fomier possessors to the landlords. 
Rent, then, is a creation of value, but not a creation of wealth; 
it adds nothing to the resources of a country; it does not enable 
it to maintain fleets and armies; for the country would have 
a greater disposable fund if its land were of a lietter quality, 
and it could employ the same capital without generating a rent. 

It must then be admitted that Mr. Siunondi and Mr. Buchanan, 
for both their opinion* arc substantially the same, were c o rre c t 
when they considered rent as a value purely nominal, and as 
forming no addition to the national wealth, but merely as a 
transfer of value, advantageous only to the landlords and 
proportionably injurious to the consumer. 

In another pan of Mr. Malthus's Injury he observes, 
" that the imm edi at e cause of rent is obviously the excess of 

» Am Imfmtrr Mi He Satmrt mmd trogun d IM, p ly. 
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price above the cost of production at which raw produce sells 
in the market;” and, in another place, he says, "that the 
causes of the high price of raw produce may be stated to be 
three:— 

“ First, and mainly, that quality of the earth by which it can 
be made to yield a greater portion of the necessaries of life than is 
required for the maintenance of the persons employed on the land. 

“ Secondly, that quality peculiar to the necessaries of life, of 
being able to create their own demand, or to raise up a number 
of demanders in pro|x>rtion to the quantity of necessaries 
produced. 

" And thirdly, the comparative scarcity of the most fertile 
land.” In speaking of the high price of com, Mr. Malthus 
evidently docs not mean the price per quarter or per bushel, 
but rather the excess of price for which the whole produce will 
sell above the cost of its production, including always in the 
term " cost of its production " profits as well as wages. One 
hundred and fifty quarters of com at £3 ios. |>er quarter would 
yield a larger rent to the landlord than 100 quarters at £4, 
provided the cost of production were in both cases the same. 

High price, if the expression l*c used in this sense, cannot then 
be called a rause of rent; it cannot be said " that the immediate 
cause of rent is obviously the excess of price above the cost of 
production, at which raw produce sells in the market," for that 
excess is itself rent. Rent Mr. Malthus has defined to lie 
" that portion of the value of the whole produce which remains 
to the owner of the land after all the outgoings ltelonging to 
its cultivation, of whatever kind, have heen paid, including the 
profits of the cupitnl employed, estimated according to the 
usual and ordinary rate of the profits of agricultural stock at 
the time being.” Now, whatever sum this excess may sell for, 
is money rent; it is what Mr. Malthus means by " the excess 
of price above the cost of production at which raw produce sells 
in the market; ” and, therefore, in an inquiry into the causes 
which may elevate the price of raw produce, compared with 
the cost of production, wc arc inquiring into the causes which 
mav elevate rent. 

In reference to the first cause which Mr. Malthus has assigned 
for the rise of rent, namely," that quality of the earth by which 
it can be made to yield a greater portion of the necessaries of 
life than is required for the maintenance of the persons employed 
on the land,” he makes the following observations: “ We still 
want to know why the consumption and supply are such as to 
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ro«kf the price so greatly exceed the cost of production, and 
the mam cause is evidently the Jnnhty of tfie canh in prudutimr 
llw neccManes of life. Dimmish tins plenty, diminish the 
fertilm of the soil, and the excess will dimmish; dimmish it 
still further and it will disappear/* True, the eves* of r*rrs 
saries will dimmish ami diwip|>car, hut that is not the question 
The question is, whether the exorvv of tlseir |irne atmse t)»e cost 
of their j>n«!u<"iii»n will dimmish am) <Jivi|»jh ax, )or it in on thu 
that money rent depends. Is Mr. Malthus w.m.intcd m his 
inference, that l>eiauw the excess ..f quantity will iiimm»vli ami 
disappear, therefore ** tlie cause „f the h n h prut of the non 
saru s of life al»nc the rost production i> (o te found m their 
abundance, rather tlt.ui in if.i ir m iir . its , and is not only exsenti 
alls diflcrent from the Ic^li price <«ca>iunrd In artduial mono¬ 
polies, Iwt from the Diiili price of those jwiuliar products of tlie 
earth, not ronnrrtrd with (.**1. win.Ii may lie called natural 
and necessary rnoi;->|w.|’i s • " 

Are tiler.- no riorums tanm under which the fertility of the 
land and the plenty of its prndu.e mas t-e dmmmh.d without 
occasioning a diminished es..ss of u, p r „ r n Une the emt of 

C riNlurtion, that is to >av, a diminished rrnt ? If tlierr arr, 
r, Malthus's pnqiosition is much t<«, nmsrrval; for l»r ajqirarx 
to me to slate it a. a general prim. pie. true under all nmim- 
»tances, that rent will rise with ihr mrrrase.1 fertility of the 
land, and will fall with its diminished futilus. 

, Malthus would undouhtr <ili lie right if , of any given farm, 
in | .>>|K.rlion as Ihe land yielded almndantls, a grraler share of 
the whole prodwc wen- paid »<• the landlord. Iwt the contrary 
IS the fart; when no other Ult tlrt m ot fertile land is m culti- 
vntion, tlie landlord lias the ’tnallr'i pri.jsortion of the whole 
pf»«luee.a» well as the smallest salur. and it is only wlien inferior 
l.imis .ire required to fee<l an augmenting |x-|iuUuon tliat both 
tlie Undlonls share of Uie whole produfe ami the value he 
receives progressively in. re a >e 

Suppose that the tie man. [ i. for a million of quarters of core, 
ami that they are the produce of the Land actually m cultivation. 
Now, suppose the fertility of all the land to be su diminished 
that the very same lands will yield only orw.ooo quarters. The 
demand being for a million of quarters, the price of corn w.wld 
rise, and rrroune must necessarily lie had to land of an mirror 
quality sooner than il the superior land had continued t« produce 
• million of quarters. But it » this necessity of taking inferior 
land into CuiUvaUou which is the cause of the rise of rent, m »d 



276 Political Economy 

will elevate it, although the quantity of com received by the 
landlord be reduced in quantity. Rent, it must be remembered, 
is not in proportion to the absolute fertility of the land in 
cultivation, but in proportion to its relative fertility. What¬ 
ever cause may drive capital to inferior land must elevate rent 
on the superior land; the cause of rent being, as stated by 
Mr. Malthus in his third proposition, “ the comparative scarcity 
of the most fertile land.’ 5 The price of corn will naturally rise 
with the dilliculty of producing the last portions of it, and the 
value of the whole quantity produced on a particular farm will 
be increased, although its quantity be diminished; but as the 
cost of production will not increase on the more fertile land, as 
wages and profits taken together will continue always of the 
same value,* it is evident that the excess of price above the 
cost of production, or, in other words, rent, must rise with the 
diminished fertility of the land, unless it is counteracted by a 
great reduction of capital, population, and demand. It does 
not appear, then, that Mr. Malthus’s proposition is correct: 
rent does not immediately and necessarily rise or fall with the 
increases! or diminished fertility of the laud; hut its increased 
fertility renders it capable of paying at some future time an 
augmented rent. Land possessed of very little fertility can 
never bear any rent; land of moderate fertility may be made, 
as population increases, to bear a moderate rent; and land of 
great fertility a high rent; but it is one thing to be able to l>car 
a high rent, and another thing actually to pay it. Rent may 
be lower in a country where Linds are exceedingly fertile than 
in a country where they yield a moderate return, it Itcing in 
proportion lather to relative than absolute fertility—to the 
value of the produce, and not to its abundance. 1 

Mr. Malthus supposes that the rent on land yielding those 
peculiar products of the earth which may lie called natural and 

•See pane 70, where I h.ne nulov.niml to show that whatever facility 
or difficulty there may lw in the production of ci>m, w«o and profits 
together will he of the same value. When wages rise, it is always at the 
expense of profits, and when thev fall, profit* always rise. 

* Mr. Mafthus has observed in a late publication that t have misunder¬ 
stood him in this passage, as he tint not mean to sav that rent immediately 
and necessarily rue* and falls with the tnereasrd or diminished fertility 
of the land. II so. I certainly did misunderstand him. Mr. Malthus'* 
words are, " Diminish this plenty, diminish the fertility of the soft and 
the exCria irant) will dimmish; liimlnidi it stilt further, and it will dis¬ 
appear.'' Mr. Malthus does nof state his pmpositiem conditionally, but 
absolutely. I contended against what I understood him to maintain, that 
a diminution of the fertility of the sod was incompatible srith an Inmate 
of rent. 
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necessary monopolies is regulated hy a principle men dally 
different from tint which regulates the rent of land that yields 
the necessaries of life, lie thinks that it is the warn tv of the 
products of the first which is the »auc ,,( a high rent, I Hit that 
it is the alnindome of the latter wlm h produces the same effect, 

Tliis distinction docs not apjwur to me to Ik- well founded; for 
you would m surely raise the rrnt of land \ itldmg scarce nines, 
as the rent of com land, hy men .tong tfir ulwndancc of its 
produce, if, at the same time, the demand for this peculiar 
commodity irn nased; and w ithout a similar mcti asc of demand, 
an ahtmdant supply of corn would lower instead of taise the 
rent of i«m land. Whatever the natuie of the lan<l mav f>e, 
high rent must dejand mi tile high pine of the produce; I Hit, 
given the high price, rent must !«• high in projcortion to 
ahuiulancc and not to vanity 

We are under no necessity of pr<>du< mg permanently any 
greater <|iiantity of a commodity than that who h is demanded 
If by act id' nt any greater cpi.intity were ptoduc <d it woukl fall 
lielnw its natural price, and thert lore would not pas the cost of 
prothi' lion, im hiding in that ""I tin usual and ordinary profits 
of stock: thus the supply would !*• «h<. k<«i till it conformed 
to tlw demand, and the market price rose to the natural price. 

Mr. Malthus appears to me to !«• too rmi' h indmcd to think 
that population 1* only iw leased liv tlie previous provision of 
food "that it is food that creates its own drfnand" tliat 
It is hy first providing footl that encouragement is given to 
marriage, instead of considering that the grneral progress of 
population is uffic ted hy the in«f'.c'e of capital, the consequent 
demand for lalmur, and the rise of wages; and tliat the 
produc tmn of food is but the effect <d that d<mand. 

It is bv giving the workmen more money, or any other commo-. 
Uity in whi> h wages are paid, and which lias not fallen in value, 
tliat his situation is improved. The increase of population 
and thr increase of food will generally lie the effect, Iwt not tire 
necessary effect, of high wages. The amended condition <i( the 
latmurer, in consequence of thr increased value which is paid 
him, does not necessarily oblige him to marry and take upon 
himself the charge of a family - he will, in all protabihty, employ 
a portion of his increased wages in furnishing himself alamdantly 
with food and necessaries- but with the remainder be may, if 
it please him, purchase any commodities that may coninfiute 
to his enjoyments—chairs, tables, and hardware; or better 
clothes, sugar, and tobacco. Hu increased wages, then, will be 
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attended with no other effect than an increased demand for some 
of those commodities; and as the race of labourers will not be 
materially increased, his wages will continue permanently high. 
But although this might be the consequence of high wages, yet 
so great are the delights of domestic society, that, in practice, 
it is invariably found that an increase of population follows the 
amended condition of the labourer; and it is only because it 
does so, that, with the trifling exception already mentioned, a 
new and increased demand arises for food. Th s demand, then, 
is the effect of an increase of capital and population, but not the 
cause—it is only because the expenditure of the people takes 
this direction, that the market price of necessaries exceeds the 
natural price, and that the quantity of food required is pro¬ 
duced; and it is because the number of people is increased that 
wages again fall. 

What motive can a farmer have to produce more com than is 
actually demanded, when the consequence would Ik- a depression 
of its market price Ix-low its natural price, and consequently 
t privation to him of a portion of his profits, by reducing them 
below the general rate? " If," sap Mr. Multhus, “the neces¬ 
saries of life, the must important products of land, had not the 
property of creating an increase of demand proportioned to 
their increased quantity, such increased quantity would occasion 
a fall in their exchangeable value. 1 However abundant might 
be the produce of the country, its population might remain 
stationary; and this abundance without a proportionate demand, 
and with a very high com price of labour, w hich would naturally 
take place under these circumstonres, might reduce the price 
of raw produce, like the price of manufactures, to the cost of 
production." 

Might reduce the price of raw produce to the cost of production. 
Is it ever for any length of time cither above or below this price? 
Does not Mr. Malthus himself state it never to be so? "I hope," 
he says, " to be excused for dwelling a little, and presenting to 
the reader, in various forms, the doctrine that com, in reference 
to the quantity attuaUy produttd, is wild at its nece-sary price 
like manufactures, because 1 consider it as a truth of the highest 
importance, which has been overlooked by the economists, by 
Adam Smith, and all those writers, who have represented raw 
product ju selling always at a monopoly price." 

* Of whit bMXMMd qautitr does Mr. Mshhos spmk? Who is to 
produce ill Who cm hive sot motive lo produce St More aar demand 
•stats tar m addttloaai qoaaUtv? 
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“ Every extensive country may thus be conaideml u poairis 
b| * gradation of machines (or the production ol corn and raw 
matonais, including in this gradation not only all the various 
qualities o( poor land, of which every territory hat generally an 
abundance, out the inferior machinery, which may le said to be 
employed when good land is further and further ftwerd for addi¬ 
tional produce. A* the price ol raw produce continues to nw, 
these inferior machines are successively tailed into a< twin; and 
as the price of raw produce continues tol.dl, they are successively 
thrown out ol action. The illustration here used s< isrs to show 
at once the nurstity of Ihr actual pru t of torn to ikt tuimol prof mo, 
and the different effect »hi< li would attend a great reduction 
in the price of any particular ntanulactute, and a great reduction 
in the price of raw produc » 

How are these passages u> be reconciled to that which affirms, 
that if the nrccssaries of life had not the property of crcwtmg an 
inerrase of demand proportioned to their increased quantity, the 
abundant quantity produced would then, and then only, reduce 
the price of raw produre to the mst of priMiuction f If corn is 
never under its natural price, n u never more alnmdant than 
the actual population require it to be lor their own consumption; 
no store ran lie laid up for the consumption of others; it can 
never, then, by its cheapness and aliundance, lie a stimulus to 
population. In pitqmrtion as com can he produced cheaply, 
the increased wages ol the laliourm will have more power to 
maintain families. In America imputation increases rapidly 
because food can be produced at a <heap puce, and not because 
an abundant supply has been previously provided. In Europe 
population increases comparatively slowly, because food cannot 
be produced at a cheap value. In the usual and ordinary course 


’ I Wfiurv, etc. " In at) msfoctvc nwilno the noil' of for* 

b never hitcher than whit £, netrsuir to omtlnue the »vct age |tm<n> of 
produce “ —OVtmwlMU, p ji 

*' In the employment ol holt capital upon the land. to pmvfcSr for the 
wants of an infr-atui* popuiallei. whether this fresh capital is r»npl«nr«d 
in bringing more tana under l!«e plough, 'if tmjir osm* land ahead? In 
cultivation, (be main qar*iinn alway* iVpwli upon the npwH Mann 
of this capital ; and no part of the gross -<Sts can be diminished without 
diminishing the motive to tins mole ol rmptoymg H Kvery iMssim 
of price not l«!lj and itsmolUKlr balanced by • propurlecoal* fail in at 
Um n e eew sar r w pmvs of a (arm, ever? fas on the land, every U« on 
farming stork, every tas on the smswin of farmers, will teil m tha 
MapvtaUon, and if, after all these untgMnc* ar» allowed for, the price 
of the produce will not leave a fair mnwentwi for the capita) m i k i w f, 
a rrmd i ng to the graftal rate of pruftlt. and a rent at least espial to the 
nut ol tha laud in it* former state, no whcSwt motive ess esirt to under- 
take the projected twproscesneol. -O tn e s al uni , p. at. 
tee 
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of thinjp the demand for all commodities precedes their supply. 
Jiy saying that corn would, like manufactures, sink to its price 
of production, if it could not raise up dunanders, Mr. Malthus 
cannot mean that all rent would be absorbed; for he has 
himself justly remarkul that if all rent were given up by th< 
landlords com would not fall in price; rent being the effect 
and not the cause of high price, and there being always one 
quality of land in cultivation which pass no rent whatever, 
the eorn from which replates by its prne only wages and 
profits. 

In the following passage, Mr. Malthus has given an able 
CJ(|>ositton of the causes of the n.c in the pine of raw produce 
in rich and progressive < outlines, hi every word of whii h 1«oncur; 
hut it up|>ears to me to be at varinmc with '<>me of the proposi 
lions maintained by him in his issav <>n rent " 1 have no 
hesitation in stating that, imlejM-mlt ntly ol the irr« gul.inties 
in the currency of a eountrv, and olhi r temporary and at t nlcnt.il 
circumstances, the tatise of the high t utnparat ivc money prne 
of com is its high < tmqiaratnc r<ii/ /one. or the greater quantity 
of capital ami lalxmr whit li mil t be riiiplmcd to prodtuc it, 
atul that the reasons why the real prne of torn i, higher, and 
continually rising in countries whnli are already rn h ami still 
advuni ing in prosperity und pupulatioii, is to i>c tmiml in the 
necessity of resorting eonstan'ls to poorer land, to m u tunes 
whn h require a greater e\|temhtuif to work them, ami whit h 
consequently (Htasion eat h tresh addition to the raw produic 
of the lountry to Ik- purt based at a greater tost, in 'leirt. it 
is to l>c fountl in tlie lin|x>rtnnt truth that corn in a progressive 
country is sold at a pnte nm -ary to yield the at tmil supply; 
ami that, as this supple betoines more and more dillntill, the 
pritr rises in proportion " 

The real prn e of a commodity i< here properlv stated todrjiend 
on the greater or less quantity ot lalxmr ami capital (that is, 
amimulutcd lalxmr) whn h must lx- employr«l to protltne it. 
Heal prne does not, as some have tuntended. drjxnd on money 
value, nor, as others have said, on value relativity to mm, 
lalxmr, or any other mninnxhty taken singly, or to all commo¬ 
dities collectively, but, as Mr Malthus justly says, "on the 
greater (or less) quantity of capital and lalxmr which must f>e 
employed to prtxluce it." 

Among the causes of the rise of rent. Mr. Malthus mentions, 
" such an increaseof population as w ill low er the wages of labour ." 
Rut if, ns the wages of lalxmr fall, the profits of stm k rise, ami they 
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lie togetmr always of the suite value. 1 no (all of wage. can mum 
rent, lor it will neither diniiiudi the Ration mu ti,c \ahn o( the 
portion of the prodme win h will 1<- allotted to t! e larttirr and 
lalxmrcr together; and, therthae. w ill not leave a latter portion 
nor a larger value for the land) ad In probation av h i» 
appropriated for wa^ev, nt<-ie m.l U- appiopmtrvl l.a profits 
ami t-iif tyrid. Thiv ilni'ioti will )*• -c 111 ». 1 l>v tl.e tanner and 
hi' laUturcrv without am intern im. e o( the lamil.ud, and, 
indeed, it iv a inatti r in wlu< ! la > an have m. inietot otliriwiw 
thanav one di\ Mon mav la-imai !av. nr ihh-than .imuiur, to new 
a< i uiu'dationv, and to a fut',::< r <;> mare' lot 1 md fl wagrv till, 
profits and mu rent, w..uhi r < ll » i.i > m-e, profits ami not 
rent, would (all 'I Ik n-e >>| tint an; wan*, and the fall of 
profitv, are gent rails the inevitable rite, t' < i tbi •amr < iht 
the lm leaving demand h r i •.«!, thr tn< lu'-oj ijo.m'itv ol luU.tir 
n<|inrid to pr.wlmc it, and it - ion < pi. ntlv high pine II the 
landlord were to fore/-. Ihn wl.ole tint, tl.i lil«>imr. would not 
Ilf in the h .. ! l-ralitid II it Wile )- il'ie lor thr laUiulerv 
to give up their whole wa.i* the I u. '!. td' would drlive no 
advantage from -il l. a • iti uei' tai. < hot in Ik.Hi < awv tlie 
fanner. would re - •: v < and main ail whvh thrv relinquish. 
It hav Iw, n tnv t ndi a\ mr t. la w ,n tin- wotk that a fail of 
w.ui v w •:! i have tio other i tin t loan to ram profits l.vrfv 

rive ol prot.lv I• hivoiitahle to ti i a* < umohitio«i - I .apit.d and 
to the further tn re a r >■! j««pul it . n and thr r< h re would, in all 
pTohahihtv. ultimate iv lead h> an n. h i'f <d lent 

Ariotln r i wire id tlie me . 1 ri nt .»■ ■ ofoiit;; to Mr Maillots » 

•'mi'' . ■ ■ n'tura! unprovi is.i i.t. o- *,i< )■ i» • r* • I exertion* 

av will .simini h the iium'-ft o * '*oum ■ neievarv to priilme 
a given iffeit ' 'In tho pi i,t 1 have the name ohje.inut 
that l had ag.un't that whin ;xal,« of the im frated fertility 
of land lx sr-_• thr iau r o< an non,..hate f> e ol rtr.t IhUh the 
unprov<no nt in agm ultur*. and the •n;«ti. r httihtv. will giv-« 
to the Ian 1 a'apahihtv e.Haasi.g at -me!,tun |a'i«l a higher 
rent, fie.au c will, tl.e vaftu pm r . I h«el tl.ere will lie a jirat 
additional qu.mtitv . Injt hllthr in-rraveol | eopul.it,. ui fie in tlie 
same probation. the additiof.al (juar.titv of footl would not lie 
require-!. and. therefore, tint, would 1- lowered and not raivnf 
The qmmlitv that eould under the then noting < iruirmtaivex 
lie ronuiinr 1 oiiM l*e hummed either with fewer Jiandv, or 
with a less quantity of land, the pn. e of raw proelure would fall, 
and capital would 1* withdrawn from the land * Nothing ' 

• See p TU ' p*€* O. .If- 
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raise rent but a demand fur new land of an inferior quality, or 
some cause which shall occasion an alteration in the relative 
fertility of the land already under cultivation. 1 Improvements 
in agriculture, and in the division of labour, are common to all 
land; they increase the absolute quantity of raw product- 
obtained from each, but probably do not much disturb the 
relative proportions which itefore existed between them. 

Mr. Malthus has justly commented on the error of Dr. Smith’s 
argument, that com is of so peculiar a nature that its production 
cannot be encouraged by the same means that the production 
of all other commodities is encouraged. He observes, “ It is by 
no means intended to deny the powerful influence of the price 
of corn u(>on the price of l.tlxmr, on an average of a considerable 
numlx-r of years; but that this influence is not such as to prevent 
the movement of capital to or from the land, which is the precise 
point in question, will lie made sufTu icntly evident bv a short 
inquiry into the manner in wlu-h l.dxiur is paid and brought 
into the market, nnd by a consideration of the consequents to 
whu h the assumption of Adam Smith’s proposition would 
inevitably lead.” J 

Mr. Malthus then proceeds to show that demand and high 
price will as effectually encourage the production of raw produce 
as the demand and high priie of anv other lommodity will 
entourage its production. In this view it will lie seen, from 
what f have said of the effn ts of I>011 title-., that I entirely concur. 
1 have noticed the passage from Mr. Malthus’s Observationt on 
the Cotn I met, for the puqtose of showing in what a different 

1 It is not tiecess.trv lit state mi rserv occa»i .ft, t.tit it muM lo alw.it. s 
Wiilerstitml, that the same results will lull iw, as I tr .ts rr^jrds the j.nee 
ul raw ptndiier and the rise o! rents, whether 411 4 tltiitimi.il raptt tl ■ 4 

gisrn tntotitil he employed no new land, (m whu'h no rent is pai I -tr on 
land jIoj.Iv m r 1 :1 1 1 s -Hi >n. II the produce oht tine,! h .itn both t>e precisely 
the Sjine 111 (|t|j|llltv her (> 17 

M h.iv, In ht» notes to the French translation of this ».<k, has 
endeavoured to show that Hit re is not j| anv time I in.] in e.iltivjti.m 
winch docs lull pay • rrnl. and basin*- s united himself on this j- tnt. lie 
emu Ititlc* thjt hr Itjs ovrrlumrtl .ill the r. .nclusimis which result front Ih 4 t 
doctrine. He Infers, lof rsampte, thjt I jm not rmrec! In stimr that 
tasrs on Cttrn and other rjw prndtic-, bv ch-salim: their price, fall mi the 
consumer, jnd t!o not falls« rrnt Hr contends thjt surh 11v » must Ijt 
on rent. Hut before M Sav can rsl.i! hsh the correclnevs of this inference, 
he must also show that there Is not any capital employed on the land lor 
which no rent ts paid (see tlie befinnitic ol this note, and paces ji and |« 
of the fwesrnt «rark>; now this he has not attempt**) to tin In no part of 
his notes has he refuted or esen noticed that important doctrine Hr 
his note to paife 1A1 of the second volume of the French edition, be dors 
not appear to he aware that it has even been advanced. 

* iUioraiiMi ims Ik* Corn I am. p 4. 
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icnsc the term real pneo is um 1 ! Iu*tp. ah<! hi hi' other punphlet, 
entitled CtMindstf antlptnian. ct< In this |U".i,;, \(, Malthu* 
tells us that “ it is steady an uii ream of real pine a!>»;sc which 
ran en.ourage tlie insulin turn .*< mm," and. b\ ir.d pme. !«• 
evidi ills means the in< ream in it- \ahu- idatis,’,, to all 
things, or. in other unnK, the n-i in it- in.uk< : ,‘«<sr it' natural 
price, or the < n t o( its pn<'u< !:..*» l! in r< .<1 pm r tho is what 
is meant. although I •!•< not admit t) < pinptuts i I thus turning 
it, Mr Malthlls's opinion is uiid-.ul'li Is <<.<rrst. it i> the me 
in the market ptu e of < <<i n ss hi< h u, <n< 11 ■ < *ti! i.*< * it t pt < • hn 1 1011, 
for it inav Ik- laid down a< i ptvi. iplc mid. a-' % tiur tint the 
only gp at en- ouragemrnt to th* m. ii .1 ..! m<n «,! a ■ <.111111,1 

ditv is its market s .due < v < ediiig n. im! ui.d <<i -if, r'-urs 1 aloe. 
Hut this is n>,l tin- iin imiig nl.iih Mr Md ,l .u on other 
<K rasions, att.ii hes to the term real pi i< < In t .r i as on tent 
Mr Maltfius .as hs " l!,< i« d .-!'•« mg pp. < <•( <. rn I no in the 
real yritH./i/s of lalsilir and t.ipital u i ;< h h <11 f to 

pri«Hli e the last additions w hi, )< has, Is 111 made t.. t!,< national 
prnduie” In .motlnr part ir <t.s!<s "tl.e < au-r <1 tie high 

• om)iaraltve fed pn<« <<l < < rn to l<e th< g-1«.*t< r ./.oin.’i/y of 

< apital anil lakur ssh.i h rmi't !« t<< pt.«hi<r it"* 

Suppose that, in tia foregoing ;<< .»,•< ssr net. to iiintitute 
tins definition of real pm e. would it n<<t then run tl.sp * " It 

ts elcaris t!.< in<rea e 10 th< .giantu-. o! Id. 0 an<i <u|<ital 
which tnil't Ik- c!i<p|..\e<| to pfoi'.me <<irn. wlu.lt alum <an 
en< airage it. pro in ti..n" 11 . p s*< til.. I*- t,< -..as. Hut it is 
i leads, the roe in the natural or life- ats pr.e <<f torn whxli 
encourages its prodo m.11 a pro; i’i .n whvh <<„ild not l*r 
mau l nneil It o not the pm r at »hi< h < >rn * an Ik pr<«!u< ed 
that has ans mthnivi on tl.e ipuntit-. |.r.>du<e<i l<ut lhepn.c 
at whvh H < an N sold It is n prujx.tti- n to the dr,ore <<| ttee 

• hllr reive of lt« pm e a'msr or lirloss tie <<.'t o! prodm turn 

that <apital 1 attra< ted to or r'jx’.le.l fr<<m the land If tl>at 
CV ess l<e ' tl< It as to gis r to < apital *0 1 Ml pin-. f <1 a grrat« t Ilian 
the general profit <<f •'.<< k. < aj .t.<! »<21 go t<< the land. if less, it 
will withdrawn fr<<m it 

It is not,then, hv an alteration in the real prire ot torn tlut it* 
prodiKtion i< <n<<mrag<d. hut hi an alteration in Us market 


* l'|vs?i I* TTin z t Mf M*Jl’ 'Jt »t the 1) rr,r *f r»j iSm» 

to th* 1 1> vt b ■ IK*! «n lH*v t« .*i«t *t f m 

b* h* ! i«wfvt*trnl)v t»w J ir,Hr*S *,i (S'tl tf ft ‘dv4i>rm 

It will N* U*4n% »fc*t I h* 4 " th»i t'- rr** it »*<$*» «v« H»*t 

in tVv two her Kit ifw»i tS* ttal f-tu* in i<t f» )» »n»J |int 

Kfriiiation, »iht Ihni in th-- I fnjff a*» it m Jv 
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prirc. It is not " bcrauM: a greater quantity of capital and 
latxnir must be employed to produce it (Mr. Malthus’s just 
definition of real price) that more capital and labour are 
attracted to the land, but boausc the market price rises above 
this, its real price, and, notwithstanding the increased charge, 
makes the cultivation of land the more profitable employment 
of capital.” 

Nothing can be more just than the following observations 
of Mr. Malthus on Adam Smith's standard of value. “ Adam 
Smith was evidently led into this train of argument from his 
habit of considering labour as the standard measure of value and 
corn u.s the measure of lalxmr Hut that corn is a very inaccu¬ 
rate measure of latxnir the history of our own < oiintry will amply 
demonstrate; where lalxtur, mmpared with mrn. will lie found 
to have exjierirrit ed very great and striking variations, not onlv 
from year to year, but from <entury to icntury, and for ten, 
twenty, and thirty tears tngetln-r. And that neither labour nor 
any other commodity tan be an an urate measure <f real value in 
exchange is now lonsiderul as on< of the most im ontroverliblc 
doctrines of polite nl eionomv, and, indeed, follows from the 
very definiti >n of value in exchange ” 

If neither corn nor lalxmr are an urite measures of real value 
in exihange, which they clearly are not, what other commodity 
is? certainly none. If. then, the expression, rial price of 
commodities, have any meaning, it must be that which Mr. 

Malthus has stated in the.. on rent it mtM lx- mea-um! 

by the proportionate ipiantitv of capital and latx<ur necessary 
to produce them 

In Mr. Malthus's hu/utn into the Xalttre of h',rt , he <avs, 
“that, imle|x-ndentlv of irregularities in the mrrenev of a 
Country, and other teni|xirarv and an nlental uri iiiict.imi'i, 
the eaiise of the high comparative m.mrv pm e of r«m is its 
high comparative real pm e, or the t;reat<r auanlitv of, apt tat and 
labour which must be employed I> p’ dine it. " 1 

This, f apprehend, is the eorrei t aevount of all |iermanent 
variations in price, whether of com or of anv otic r mimmxhtv 
A commodity can onlv ix-rmanentlv rise in price either luause 
a gn*ater quantity of eapital and labour must lx- cmph-vid to 
prtxluee it, nr because money has fallen in value, and. on the 
contrary, it ran onlv fall in price, either Kc.ut-. a less quantity 
of capital and lalxmr mav lx- employed to prvxluee it, or U> ause 
money lus risen in value. 


• r*** 40. 
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A variation arising front the latter of these alternatives. an 
altered value id nwttrt . tv I'eminon at ottir to all lotninodittev; 
hut a variation aridni; lr>>«t tlir h-mirr t .tn>e 0 «outuinl to tlve 
[iiirticul.tr cumnioditv requiriiv more <t lew liU.ur m »t n pi,, 
duct ton Hv allowing the frw r';>-.rlatinii <■( <■ mi, or hv mv 
pruvementt in agrkulturc. r.t» j<r.<duer « .old tail hut the puce 
of no other 1 •mimxIitN would in- a'ie.Iid rviipt ut pfojmrtion 
to t'ue fail tit the real Value. ..r n l . f pt.ihti tiun, of the taw 
|>rnl;!<e whu't t iitr o d mlo its 1 on ■- 'toil 

Mr Malthus hatmt* uekn.i«l<d . >1 t\,s pm .iple, «annot, I 
think, ■ »nsj !i nth IU.l 1 flt.un tl< it tlir u r s|«' 1 iiv*lrv V.il if n t all 
the ( nniuvditi. > in tin >.millrv mo t ' :ik r\a. tl> in pfo|notion 
to liie fall lit tin jin. e of ( ,.rn If ti. i.n, i. .ii-aoiid in the 
rountrv were of the valor of i noil..' ■ annum and the 
tuanuf.il toft d and (on ,.m i ..innwHi • ■< • .. ••."■m. •! win of the 
valui of ; • 111 liioits 111 ikmc alto.n tf.i r ; nolo an, il w. old nut 
In- adtiio - il !. t . mfi r ti. it the anmi.il < * ;i ndift.Tt » i ■ n do. ml 
to n 111:!li.>;i. Inau i i.-rn had (aili n t |«i out .a loon 
1 > to t m.ilioiiv 

Phi' 'atm of I 1 , ra.i |i|.«lu. i »ht. h rtiUr.d into the mm- 
|e..ltl III of t'.i a- III I'l'ifa. lures might in.) f r rvutuph >».rfd 
2‘-, per * i nt «•. tie tr wh |r s aloe, and tJa n ! or thi fall ill the 
value "! jtiauuf.u tured • - intii,*dil.< * m "e.id of le,: p fn.m i to 
In million-. wo dd !-* .■ * 1!» fi an r t.* i* millions, and aftrr 
the fail in t!o p:>« e ..| < rn of c ;» ■ . • n* t!,c »),< le ao.o'iu: of 
the .I'lH't d 1 v|« lot.tun* 1'otr.n! ■ f faiiu./fn.m v to 11 nuihotiv, 
Mould ! ill from ? to o no 1 

1,i- I en wo dd *«r ’■),< tr v ilur if \>u .ujip .-«d it jt-mihle 
tfi it Midi ' :> . a I'.iap pM-< . . »•. t •< t <-.ir • ,rn and nan 
ne-diti< * Mould t* 1 ,ri mod hut a- afi "1 1 1 who hud nti|i|.o id 
eajilt.il in the |ir.w!’t. ten. of 'out .,ri t!.■. r land. w!o>h Mould 
no longer la* cultivated i'.-dd imjdo*. it in the pf<*hi< tion nf 
manufai lured mid ‘-n!. a j.irt of three manufai turn) 

goods would l-e .Min in rv<..ur,-g< ! r h r>ign mrn as on any 
other supposition nu ad’. .int.i»’‘ w dd I" gamed i*v imjroftaWon 
and I >M jin> fi, »e diould haw tt.r idd.’i r.al value of alt t(.at 
quantity of mamila- tured g‘«*h »!. <h w<re v, |ir>>du<«d and 
not cvj*ortcd to add to the ah.vr value, vo that tl.e real dm.mu- 
Uort. even in m<mri value, ..f alt the «ommnditu 1 m the <onntrv, 

1 »r. W’l f' ti') 1 li J > s ‘'h k 

tm-ln f V» nr*" n y ** J i ! r f r * • * * m m ■ r r i* ,**'*» 

IV* f rf'vMn Ms ^ 

«r<vr|'i 1 w tr In rif K^fv^ f 1 * *^ *»< atr 

tfc»n 'A ir^'J .iiuV IV Tt> *>o j-rv# <A t^uxu v 
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com included, would be equal only to the loss of the landlords, 
by the reduction of their rents, while the quantity of objects of 
enjoyment would be greatly increased. 

Instead of thus considering the effect of a fall in the value of 
raw produce, as Mr. Malthus was bound to do by his previous 
admission, he considers it as precisely the same tiling as a rise 
of 100 per cent, in the value of money, and, therefore, argues 
as if all commodities would sink to lialf their former price. 

"During the twenty years l>cginning with 1794," he says, 
"and ending with 1813, the average price of Hritish com per 
quarter was about 84 shillings; during the ten years ending 
with 1813, <>j shillings; and during the last five years of the 
twenty, 108 shillings. In the courw- of these twenty years, the 
government Ixirrowed near 500 millions of real capital; for 
which, on a rough average, exclusive of the sinking fund, it 
engaged to pay about 5 |x-r cent. Hut if com should fall to 
fo shillings a quarter, and other commodities in pro|x>riion, 
instead of an interest of ahiut 5 j»cr rent , the government 
would really (iay an interest of 7, 8, 9, and, for the hist roo 
millions, 10 jicr cent. 

“ To this extraordinary generosity towards the stockholders 1 
should lie disposed to make no kind of objection, if it were not 
necessary to consider by whom it is to !>c paid; and a moment’s 
reflection will show us that it can only lie (mid bv the industrious 
classes of society and the landlords, that is, b> all those whose 
nominal income will van- with the sanations in the measure 
of value. The nominal revenues of this |«art of the society, 
compared with the average of the last five sears, will l>c dimin¬ 
ished one Iwdf, and out of this nominally reduced income they 
will have to pay the same nominal amount of taxes." 1 

In the first place, I think I have already shown that esen the 
value of the gross income of the whole country will not be 
diminished in the projxirtion for which Mr. Malthus here con¬ 
tends; it would not follow that because com fell 50 per cent 
each man’s gross income would lx? reduced 50 per cent, in value; * 
his net income might lx: actually increased m \alur. 

In the second place. J think the reader will agree with me that 
the increased charge, if admitted, would not fall exclusively “ on 
the landlords and the industrious classes of society; " the stock¬ 
holder, Jby his expenditure, contribute* his share to the support 

• Tkt GnmmU of m Of imon. etc , p tA 

* Mr. Malthus. m another part ot the same work, suppose* commatiiue* 
to vary ij <* «o per cent, when corn vane* 3}J. 
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of the public burdens in the same way as the other classes of 
society. If, then,money became really more \aluatdr, although 
he would receive * greater value, he would also pav a greater 
value in taxes, and, therefore, it cannot he true that tl*e whoir 
addition to the real value of the interest woukl lw jutid l*\ " the 
landlords and the industrious < lasses. ‘ 

The whole argument, however, of Mr. Malthus. is Iwult on an 
infirm Isasis: it supposes, I manse the gross mow of tlir 
country is diminished, that, therefore, the net income must aim 
be diminished in the same pro|*ulion. It has lern one of U»e 
objects of this work to show that, with everv fall in the real 
value of necessaries, the w.tgrs of l.iUuir would fall, and tliat 
the profit* of stoc k would rise, in other wonts, that of #nv given 
annual value a lev* |sortton would U- |unl to thr UUmrmg i lass, 
and u larger [xirtion to those whose funds ci»plo\cd this >lsw 
Sup|»<>se the Value of the commodities pr.*dn<id in a jurluoUr 
manufacture to lie {too., and to l«p divided l-ctwceti the master 
and his lalanirrrs in the promotion of f r V-> i,, Ui«>urrn and 
£2oo to the master; if the salur of these commodities should 
fall to ('too. and /100 lie s.ivesl <r in liir wages of UltcHir, in 
ronsci|Ueme of the fall of necessaries, the net tnn-mr of the 
master would lw in no digrre impaired. and, then loir, lie could 
with just as much facility |*»v the same amount <d ta\e« after 
as lx-fore the reclurtion of pri*i 1 

It is of importamc toehstinguidu harlv Iwtwern gross revenue 
and net reumir, for it is trom the rirt irsciuir of init tv that 
all taxes must lie paid. fMipjmsr that all the nomrnodifir* m 
the country, all tl,e mni, raw |ir<«!o«c. manufat turesf goods, 
etc , wha h could l>e brought to market in thr course of the year, 
were of the value of 20 millions, and thai in order to obtain thia 
salur the lal»>ur of a certain numlcrr of men was tasrscary, 
an<l that the absolute necessaries of ihe'e la I «air ere reejumd an 
ex|<nditure of 10 millions. I should say that the gross revenue 
of such society was 20 millions, ami its net revenue to millvma. 
It does not follow from this *ii|.js.>itiun ihat tl»e Ul««ircrw 
should receive only 10 millions for their lalcour; tlas wight 
receive 12, 14, or 15 millions, and in that case they would have 
I or net produce and ft-a* f+rm twe M s»r H*"»b* *« f'Bows " 

whole v slue prcetueeU is Use rt'~> produce . this uiw, •!«»* 4*cturU«m 
ftt=TO il Ibe coat ,4 product**, i> Ibe cat pf'duce V'4 m p 41il f bece 
can. then. t» no net pr» etwee, tceme the oust of p'«t«1ee, wintlMIs 
M Say, consols of rent, war's, am I po*t» in pa*y sot S' no. " Th* 
valise nf a Mcelurt, tb* value <4 a pr»«lwrl»*» etc see. tbe value of I be IuN 
of product! «i. ar* aft. then. stnoUr value* ■|ets»v-T throe* are Ml Is 
Uetr natural course ” Take a whole b an » •h't' and wskoir r-m**n« 
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a, 4, or 5 million* of the net income. The rest would he divided 
between landlords and capitalists; but the whole net income 
would not exceed io millions. Suppose such a society paid 
a millions in taxes, its net income would be reduced to 8 millions. 

Suppose now money to become more valuable by one-tenth, 
all commodities would fall, and the price of labour would fall, 
Ix-cause the absolute necessaries of the labourer formed a fwrt 
of those commodities, consequently the gross income would be 
reduced to 18 millions and the net income to 9 millions. If the 
taxes fell in the same proportion, and, instead of a millions, 
£i.800,000 only were raised, the net income would be further 
reduced to £7,100,000, precisely of the same value as the 
8 millions were ltefore, and therefore the society would neither 
be losers nor gainers by such an event. Hut suppose that after 
the rise of money, 3 millions were raised for taxes as la-fore, 
the society would In- poorer by £300.000 per annum, their taxes 
would I* really raised one ninth. To alter the money value of 
commodities, by altering the value of money, and vet to raise 
the same money amount by taxes, is then undoubteuly to increase 
the burthens of society. 

Hut suppose of the to millions net revenue the landlords 
received five millions as rent, and that by facility of production, 
or by the importation of corn, the necessary tost of that article 
in lalMiur was reduced 1 million, rent would fall 1 million, and 
the prices of the mass of commodities would also fall to the Mine 
amount, but the net revenue would lie just as great as before; 
the gross income would, it is true, lx* only iq millions, and the 
necessary expenditure to obtain it <» millions-, but the net in< nmc 
would lie 10 millions. Now, suppose 3 millions raised in taxes 
on this diminished gross income, would the society altogether 
lx- richer or poorer? Richer, certainly; for after the pa>ment 
of their taxes, they would have, ns liefore, a clear income of 
8 millions to bestow mvthc purchase of commodities, which had 
increased in quantity, and fallen in price, in the proportion of 
ao to 19; not only then could the same taxation be endured, 
but greater, and yet the mas* of the people be belter provided 
with conveniences and necessaries. 

If the net income of the society, after paying the same money 
taxation, be as great as liefore, and the class of landliolders lose 
r million (mm a fall of rent, the oilier productive classes must 
have increased money incomes, notwithstanding the fall ol 
prices. The capitalist will then lie doubly benefited; the com 
and butcher’s meat consumed by himself and his family will be 
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reduced in price; and the wages of his menial Mmanls, oi tut 
gardeners, and labourers of all dc*criptions, a ill l<c also lowered. 
Mis horses and cattle will cost lc*>, and be suppoitrd at a less 
exjiens*. All the commodities in winch raw produce enter* a* 
a principal [>art of their value will fall, riu* aggregate amount 
of savings, made on U»c ex|ienditure ol income, at the *4me time 
that his money income i* in<rc.i*cd, will then tw doiibh l*ene- 
fii ial to him, and will en.itdc turn not onK to add to In* rnjo\- 
ments, Iwt to bear additional t.i\r*. if thev diould lie in|uiml: 
his addition.il consumption of Used <i>min.«liu.* will mu*h 
more tlian make up for the diminidied demand of landlord*, 
conse<|uent on Uic re<lucth>n of their rents 1 ‘lir same nine-na¬ 
tions apply to fanners and trader* of euiv dr** npinin 

But it may be slid that the capitalist's imoine will riot lie 
increased; that the million dcdmtrd (torn the landlord'* rent 
will be (Mild in additional \*.1 ,;eto lalxiorers' lie it vo, this 
will make no dilfcreme in the argommt' the *ituation ol ilie 
society will l*e ini|iroved. and thrv will l*e able to Itrar tlie same 
money burthen* with gie.iter f.uihtv than Itefoic, it will <>nlv 
(•rove what IS *till more deoialili, that the Mtuatlorl of anotlicr 
class, and by far the most imjtnrt.uit < l.o * m *<* n t>, 1* the one 
which i* chiefly benefit<d In tlie mw dntiihution All that 
they receive more than o milbun- form* part of the net m<<nne 
of the country, ami it • annul U- ■ *|<rink-d without adding to 
its revenue, its liappim ", or it- r Ih'tnlHite, then, the 
not tmomc as you ph ase, fine a little inoir to one ila** and 
a little less to anotiier, set mxi d<> not tl.inbv dimmish it, a 
greater amount of r omnmditu * »* ill In- 'till prodo- rd wilji tfie 
same lafwnir, although the amount >d the gross money value of 
su< h < otnmoditie* will lie dimini lad but lb* mt mom y im«me 
of tlie lountry, that fond !r*.in wl.n li ta*i 4 ar< paid and enjoy¬ 
ments prmurrd, would U- mu< b riioir ade<|ua‘< Unit Indore 
to maintain the a<lu.il (xipulatmn, t.. a fiord it ruiosments ami 
luxuries ami to Mip|«ort am given .on.mot of taxation 
Th.it the stmkhol.Ur 1* licmhnd !•-, a gnat fall in the value 
of com cannot be doubted. I* it if n« m.< rhe f* injured, that 
is no reason why mm should !»’ made dear, for the gams of 
the str*kholder arc national gain*, and tm r< i*r, a* all oilier 
gains do, the real wealth and jemerof the • •«o’iH> II tliry arc un- 
Juslls lienefitc«l.lct the degree m »!.«■ li they are wbt a/<u»»Uly 
ascertained. and then it t« for the Icgidaturc to devix a remeify; 
but no policy ran be more unwne than to *hut our wlve« wit from 
the great advantage* an*ing from >heop sorn, ami abundant 
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productions, merely because the stockholder would have an 
undue proportion of the increase. 

To regulate the dividends on stock by the money value of 
com has never yet been attempted. If justice and good faith 
required such a regulation, a great debt is due to the old stock¬ 
holders; for they have been receiving the same money dividends 
for more than a century, although com has, perhaps, been 
doubled or trebled in pri( e. 

Hut it is a great mistake to sup|M»se that the situation of the 
stockholder will lie more improved than that of the farmer, the 
manufacturer, and the other capitalists of the country; it will, 
in fact, be less improved. 

The stockholder will undoubtedly rec eive the same money 
dividend, while not only the pric e of raw produce and labour fell, 
but the prices of many other things into which raw produce 
entered as a component part. This, however, is an advantage, 
as I have just stated, which he would enjoy in common with all 
Other persons who had the same money incomes to expend:—- 
his money income would not lie inc reased; that of the farmer, 
tnanufnc Hirer, and other employers of labour would, and con¬ 
sequently they would he doubly la-ncfited. 

it may In* said that, although it may lie true that capitalists 
would lie lienefited bv a rise of profits, in consequence of a fall 
of wages, vet that their income-, would lie diminished by the 
fall in the money value of their commodities. \\ lust is to 
lower them? Not any alteration in the value of money for 
nothing has been supposed to ex cur to alter the value of money. 
Not any diminution in the quantity of lalxwr necessary to pro¬ 
duce their commodities, for no such cause has operated, and if 
it tlid operate, would not lower money profits, though it might 
lower money prices. But the raw produc c of which commodities 
•re made is supposed to have fallen in price, and, then fore, 
commodities will fall on that account. True, they will fall, but 
their fall will not l>c attended with any diminution in the money 
income of the produc cr. It lie sell his commodity for levs money, 
it is only liccnuse one of the materials from whic h it is made has 
fallen in value. If the c lothicr sell his cloth for £900 instead of 
£tooo, his income will not lie less, if the wool from which it is 
made has declined £100 in value. 

Mr. Malthus says, " It is true that the last additions to the 
agricultural produce of an improving country are not attended 
with a large proportion of rent; and it is precisely this circum- 
slance that may make it answer to a rich country to import 



Malthus on Rent 291 

tome of it* corn, if it sari Iv sesurc of uhtAtnin^ ,*m equable 
supply. But in nil ease* the iiiq«i tation of foreign «\»nt mint 
fail to answer nationally if n is not so tumh . hraprr than the 
com that can f>e grown at h me as t.. tqual Uth ittr |w,.tu» 
«n<l the rent of the gram wlmli it displays" etc. 

p. 

In this observation Mr. Malthii' o outr i .-m, t; hot rmjMrttcil 
«<>m must l>e always so rmnh shr.qm ti an t! <■ mm tlwt <an l<e 
grown at home, " as to equal )»..th t:. piotits amt the rent of 
the gram whnh it di'plan-s." ti it war not, no advantage to 
anv one <ouliJ lie obtained hv imj« sing it 

As rent Is the dint o| the hi.;!. |•:* ..! . .on. t),r loss of rent 

is the rfle. t of a low prise l-s.r« ign min never niters into 

rotn|H.-tlUon with ‘inh In me mrn a- att ad-. a toil, tl.r fall ol 
pri.e m\ atiahlv afh.t the landlord till tie wl.oh .1 |,i- mu 

Is absorbed. if It fall still 10*0*. tin jtl.i will n-*t ath f«J rvrn 

tlie < omiuon profits of ti.-k capital is .11 iian iput ttic lain I 
for some otlur etnplov n.ent, and ti • o m w| i is was l«tfotr 
grown u|*<n It ssill then and to-t tdi 11 ,rn U imp rt<d In rn 

the loss of rent tl < re w ill In a 1-, of \ ,do( m 1 i iin.iicl iminrv 
saltle, hut ‘dare will Ik a gain . ’. w< d". I la am-util ol tl.r 
raw prodm e and otlaf pr"iiii t - ’ , ■ ‘ III r will In- mitra'rd. 

Iroin tl.e greati r f.u ,ht’. Witli ss 1 1 ’Its a*t | r. sfi|( r*| tJ*r v 

w ill, tin nigh aiignn in dit v. In •:i , i: > ‘ . i m value 

I Wo lln II i mp! « < ( ‘:.ll i aplt o . -tr in a ■ , ol’ ii'i li ( i t la f 

111 matin!.i‘ tores. ‘Ihat in 'a -..It• jri j.r a net annual 

value nf ill-, s. of w i ',ii i ii'n'nj I r pr -tit and f}--> 
is pan) hu rent the otier in i-.ar *' o * |/»<»« 1 i is oofs an 

annual calm of f t r,. s., r ■ m,.. r« ,tn.-i. tur 

same iju trim-. of torn is: ■ i. s err < m In i if atm I fir 

< ommodit'.i s will'll lost I, and 'I in < '.T.iniir, the 

< .ipit.il implosrd m a/rn .,:'..r< i- r: i -. • * ■» : !■ ;na ,-dai Inn *, 

where it I an prixhlie a \al‘,( ol a 'at II veil ir of the 

(otir.lry will In of In. value, j* iv, (I li n th,'(<! Ir rn fit v> to 
[i-s , hut there will riot t n!. ’( t! < ..’to •,•■}.»(.» i? -v i*f“-rnm<»- 

ditir < and i urn for its o» n • -mur > ‘-itahoa ini' li addi¬ 
tion to that quantity a ft- w p.'-ha r. tin dlflirmie 
Between the value at wl.u !, I* i'-ai. ■< 1 ;r> - were u,ld to the 
forr ign ( oiintry and the v.du< t the <-,m wh>. ! wa |mr< hared 
from it. 

Now this h prc< I'clv the <jijea-r; rr \f< ling the advantage of 
importing or growing 'em. it n'srf ran If imputed till if# 
quantity obtained from abroad hy the cmplnvn.mt of a given 




292 Political Economy 

capital exceeds the quantity which the same capita] will enable 
us to grow at home—exceeds not only that quantity which falls 
to the share of the farmer, but also that which is paid as rent to 
the landlord. 

Mr. Malthus says, " It has l>een justly observed by Adam 
Smith that no equal quantity of productive labour employed 
in manufactures can ever occasion so great a reproduction as in 
agriculture." If Adam Smith speaks of value, he is correct; 
hut if he speaks of riches, which is the important point, he is 
mistaken; for he has himself defined riches to consist of the 
necessaries, conveniences, and enjoyments of human life. One 
set of necessaries and convenient e* admits of no comparison 
with another set; value in use cannot l>c measured by any known 
standard; it is differently estimated by different persons 
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CHAPTER XXII 


BOUNTIES ON EXPORTATION, AND PROHIBITIONS OF 
IMPORTATION 


A bounty on the exportation of corn tends to lower its price to 
the foreign consumer, but it has no permanent effect on its 
price in the home market. 

Suppose that to afford the usual and general profits of stock, 
the price of com should in England be £4 per quarter; it could 
not then be exported to foreign countries where it sold for £3 15 s. 
per quarter. But if a bounty of tor. per quarter were given on 
exportation, it could be sold in the foreign market at £3 10s., 
and consequently the same profit would be afforded to the com 
grower whether he sold it at £3 10s. in the foreign or at £4 in 
the home market. 

A bounty then, which should lower the price of British corn 
in the foreign country below the cost of producing com in that 
country, would naturally extend the demand for British and 
diminish the demand for their own corn. This extension of 
demand for British com could not fail to raise its price for a time 
in the home market, and during that time to prevent also its 
falling so low in the foreign market as the bounty has a tendency 
to effect. But the causes which would thus operate on the 
market price of com in England would produce no effect what¬ 
ever on its natural price, or its real cost of production. To 
grow com would neither require more labour nor more capital, 
and, consequently, if the profits of the farmer's stock were before 
only equal to the profits of the stock of other traders, they will, 
after the rise of price, be considerably above them. By raising 
the profits of the farmer's stock, the bounty will operate as an 
encouragement to agriculture, and capital will be withdrawn 
from manufactures to be employed on the land till the enlarged 
demand for the foreign market has been supplied, when the price 
of com will again fall in the home market to its natural and 
necessary price, and profits will be again at their ordinary and 
accustomed level. The increased supply of grain operating 
on the foreign market will also low-er its price in the country to 
which it is exported, and will thereby restrict the profits of the 
exporter to the lowest rate at which he can afford to trade. 
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The ultimate effect then of a bounty on the exportation of 
corn is not to raise or to lower the price in the home market, but 
to lower the price of corn to the foreign consumer—to the whole 
extent of the bounty, if the price of corn had not before been 
lower in the foreign than in the home market—and in a less 
degree if the price in the home had been above the price in the 
foreign market. 

A writer in the fifth volume of the Edinburgh Review, on the 
subject of a bounty on the exportation of corn, has very clearly 
pointed out its effects on the foreign and home demand. He 
has also justly remarked that it would not fail to give encourage¬ 
ment to agriculture in the exporting country; but he appears 
to have imbibed the common error which has misled Hr. Smith, 
and, I believe, most other writers on this subject. He sup¬ 
poses, because the price of com ultimately regulates wages, 
that therefore it will regulate the price of all other commodities. 
He says that the bounty, “ bv raising the profits of farming, 
will operate as an encouragement to husbandry; by raising the 
price of corn to the consumers at home it will diminish for the 
time their power of purchasing this necessary of life, and thus 
abridge their real wealth. It is evident, however, that this last 
effect must be temporary: the wages of the labouring consumers 
had been adjusted before by competition, and the same principle 
will adjust them again to the same rate, by raising the money 
price of labour, and through that, of other commodities, to the 
money price of corn. The bounty upon exportation, therefore, 
will ultimately raise the money price of corn in the home market; 
not directly, however, but through the medium of an extended 
demand in the foreign market, and a consequent enhancement 
of the real price at home: and this rise of the money price, when 
it has once been communicated to other commodities, will of course 
become fixed.” 

If, however, I have succeeded in showing that it is not the rise 
in the money wages of labour which raises the price of commo¬ 
dities, but that such rise always affects profits, it will follow 
that the prices of commodities would not rise in consequence 
of a bounty. 

But a temporary rise in the price of corn, produced by an 
increased demand from abroad, would have no effect on the 
money price of labour. The rise of corn is occasioned bv a 
competition for that supply which was before exclusively 
appropriated to the home market. By raising protits, additional 
capital is employed in agriculture, and the increased supply is 



Bounties and Prohibitions 203 

obtained; but till it be obtained, the high price is absolutely 
necessary to proportion the consumption to the supply, which 
would be counteracted by a rise of wages. The rise of corn is 
the consequence of its scarcity, and is the means by which the 
demand of the home purchasers is diminished. If wages were 
increased, the competition would increase, and a further rise 
of the price of corn would become necessary. In this account 
of the effects of a bounty nothing has been supposed to occur 
to raise the natural price of corn, by which its market price is 
ultimately governed; for it has not been supposed that any 
additional labour would be required on the land to insure a given 
production, and this alone can raise its natural price. If the 
natural price of cloth were 201. per yard, a great increase in the 
foreign demand might raise the price to 2iv.. or more, but the 
profits which would then be made by the clothier would not fail 
to attract capital in that direction, and although the demand 
should be doubled, trebled, or quadrupled, the .supplv would 
ultimately be obtained, and cloth would fall to its natural price 
of 20s. So. in the supplv of corn, although we should export 
200,000, 300.000, or S00.000 quarters annuallv. it would ulti¬ 
mately be produced at its natural price, which never varies, 
unless a different quantity of labour becomes necessary to 
production. 

Perhaps in no part of Adam Smith's justly celebrated work 
are his conclusions more liable to objection than 111 the < haptcr 
on bounties. In the first place, he speaks of corn as of a ciitn- 
moditv of which the production cannot be increased in conse¬ 
quence of a bounty on exportation; lie supposes invariable 
that it acts onlv on the quantity actually produced, arid is no 
stimulus to farther production. “ In vears of plenty,” he s.nvs, 
“ by occasioning an extraordinary exportation, it necessarily 
keeps up the price of corn in the home market above what it 
would naturally fall to. In v ears of si .ueily. though the bounty 
is frequently suspended, vet the great exportation which it 
occasions in years of plenty must frequently hinder, more or 
less, the plenty of one year from rchev mg the scarcity of another. 
I loth in the years of plenty and in years of scarcity, therefore, 
the bounty necessarily tends to rake the monev price of corn 
somewhat higher than it otherwise would be in the home 
market.” 1 


1 In another place he 
market can be occa-Kue < 
altogether at the <\p o- ; ' 


says that " wluti vi r exUnsioti of the foreign 
fid th- hmintv mnit, in cm rv p.irtinilar year, lw 
of the home market, as every buslnl of corn which 
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Adam Smith appears to have been fully aware that the 
correctness of his argument entirely depended on the fact 
whether the increase “ of the money price of corn, by rendering 
that commodity more profitable to the farmer, would not 
necessarily encourage its production.” 

“ 1 answer,” he says, “ that this might be the case if the effect 
of the bounty was to raise the real price of corn, or to enable the 
farmer, with an equal quantity of it, to maintain a greater 
number of labourers in the same manner, whether liberal, 
moderate, or scanty, as other labourers are commonly main¬ 
tained in his neighbourhood.” 

If nothing were consumed by the labourer but corn, and if the 
portion which he received was the very lowest which his sus¬ 
tenance required, there might be some ground for supposing 
that the quantity paid to the labourer could, under no circum¬ 
stances, be reduced but the money wages of labour some¬ 
times do not rise at all, and never rise in proportion to the rise 
in the money price of corn, because corn, though an important 
part, is only a part of the consumption of the labourer. If half 
his wages were expended on corn, and the other half on soap, 
candles, fuel, tea, sugar, clothing, etc., commodities on which 
no rise is supposed to take place, it is c\ ident that he would be 
quite as well paid with a bushel and a half of wheat when it 
was 165. a bushel, as he was with two bushels when the price 
was 8s. per bushel; or with 24s in money as he was before w ith 
16s. 11 is wages would rise only 50 per cent, though corn rose 

ioo per cent.; and, consequently, there would be sufficient 
motive to divert more capital to the land if profits on other 

is exported bv means of the bounty, and which would not have been 
expmted without the bounty, would have remained m the home market 
to increase the consumption and to lower tIn* price of that commodity 
The coin bountv, it is to be observed, as well as every other bounty upon 
exportation, imposes, two dilh rent tax«s upon the people.—first, the tax 
which they are obliged to coiitnbute in order to pav the bountv; and, 
secondly, the tax which arises trom the advanced price of the commodity 
in the home market, and which, as the whole bodv of the people are 
purchasers of corn, must, in this particular commoditv, be paid by the 
whole body of the people. In this particular commodity, therefore, this 
second tax is bv much the heaviest of the two ” ** For exerv five shillings, 

therefore, which they contribute to the pavment of the first t \x, they must 
contribute six pounds four shillings to the pav ment of the second.” “ The 
extraordinary exportation of corn, therefore, occasioned by the bounty, 
not onlv in everv particular year diminishes the home just as much as it 
extends the foreign market and consumption; but, by restraining the 
population and industry of the country, its final tendency is to stunt and 
restrain the gradual extension of the home market, and thereby, in the 
lone run, rather to dimmish than to augment the whole market and 
consumption of corn.” 
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trades continued the same as before. Hut such a rise of wages 
would also induce manufacturers to withdiaw their t apitals 
from manufactures to employ tlum on the land; (or, whilst tha 
farmer increased the price of his commodits 100 p; r cent, and 
his wages only 50 per cent., the manufacturer would lie obliged 
also to lane wages 50 per cent., whilst lie had no compensation 
whatever in the rise of his manufactured (ommoditx tor this 
increased charge of production: capital would cons. i|iiciith 
flow from manufactures to agi i< ulture, till the supple would 
again lower the price of corn to Si. per bushel and wagis to 
itiv. per week; when the manuf.u titter would obtain the same 
profits as the farmer, and the tide of capital would (ease to si 1 
in either direction. 1'liis is, in fact, the mode in which the 
cultivation of corn is alwats extended, and the 1111 reused wants 
of the market suppled. The lunds for the numb nance of 
labour increase, and wagi s arc 1 aist d. The comlortablc situation 
of the labourer induces him to marry population men uses, and 
the demand for corn raists its pi u c rilatii 11\ to otic 1 things 
more capital is profitably employed on agrii ulture, and < onlnuiex 
to flow towards it. till the sttpplv is equal to tic demand, when 
the price again falls, and ngm iiltur.il and m.inul.u tmmg profits 
are again brought to a level. 

But whether wages were statMiury after the ris • in the price 
of corn, or advanced mock r.vtely or rnoimouslv, is of no import¬ 
ance to this question, lor wages arc paid by the manuf.u liner 
as will as hv the farmer, and, therefore, in this respect they 
must be equally afheted by a rise m the prii e of nun. But 
they are unequally affettnl in their profits, in.tsinm It as the 
farmer sells his commodity at ail advamed price, while the 
manufacturer sells his for the same pri< c as before. It is, how¬ 
ever, the inequality of profit whidi is always the inducement 
to remove capital from one employment to another; and, 
therefore, more corn would he product d, and few< r commodities 
manufactured. Manuf.u lures would not rise, !><< uise h-wir 
would he manuf.u turni. for a supply of them would be obtain' d 
in exchange for the exporbd corn. 

A bnunu , if it raises the piuv of corn, either rats's it in com¬ 
parison with the price of other rommoditus or it tlois not. If 
the affirmative be true, it is impossible to deny the greater 
profits of the farmer, and the temptation to the r< movul of 
capital till its price is again lowered bv an abundant supply. 
If it docs not raise it in comparison with other commodities, 
where is the injury to the home consunu r beyond the tncon- 
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venience of paying the tax? If the manufacturer pays a greater 
price for his com, he is compensated by the greater price at 
which he sells his commodity, with which his com is ultimately 

purchased. . 

The error of Adam Smith proceeds precisely from the same 
source as that of the writer in the Edinburgh Review ; for they 
both think “ that the money price of com regulates that of all 
other home-made commodities.” 1 “ It regulates,” says Adam 
Smith, “ the money price of labour, which must always be such 
as to enable the labourer to purchase a quantity of com sufficient 
to maintain him and his family, either in the liberal, moderate, 
or scanty manner, in which the advancing, stationary, or 
declining' circumstances of the society oblige his employers to 
maintain him. By regulating the money price of all the other 
parts of the rude produce of land, it regulates that of the 
materials of almost all manufactures. By regulating the money 
price of labour, it regulates that of manufacturing art and 
industry; and by regulating both, it regulates that of the 
complete manufacture. The money price of labour, and of 
everything that is the produce either of land or labour, must neces¬ 
sarily rise or fall in proportion to the money price of corn.” 

This opinion of Adam Smith I have before attempted to 
refute. In considering a rise in the price of commodities as a 
necessary consequence of a rise in the price of corn, he reasons 
as though there were no other fund from which the increased 
charge could be paid. He has wholly neglected the considera¬ 
tion of profits, the diminution of which forms that fund, without 
raising the price of commodities. If this opinion of Dr. Smith 
were well founded, profits could never really fall, whatever 
accumulation of capital there might be. If, when wages rose, 
the farmer could raise the price of his corn, and the clothier, the 
hatter, the shoemaker, and every other manufacturer could also 
raise the price of their goods in proportion to the advance, 
although estimated in money they might be all raised, they 
would continue to bear the same value relatively to each other. 
Each of these trades could command the same quantity as before 
of the goods of the others, which, since it is goods, and not 
money, which constitute wealth, is the only circumstance that 
could be of importance to them; and the whole rise in the price 
of raw produce and of goods would be injurious to no other 
persons but to those whose property consisted of gold and silver, 
or whose annual income was paid in a contributed quantity 
1 The same opinion is held by M. Say.—Vol. ii. p. 333. 
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of those metals, whether in the form of bullion or of money. 
Suppose the use of money to be wholly laid aside, and all trade 
to be carried on by barter. Under such circumstances, could 
com rise in exchangeable value with other things? If it could, 
then it is not true that the value of com regulates the value of 
all other commodities; for to do that, it should not vary in 
relative value to them. If it could not, then it must be main¬ 
tained that whether corn be obtained on rich or on poor land, 
with much labour or with little, with the aid of machinery or 
without, it would always exchange for an equal quantity of all 
other commodities. 

I cannot, however, but remark that though Adam Smith’s 
general doctrines correspond with this which I hat e just quoted, 
vet in one part of his work he appears to have given a correct 
account of the nature of value. “ The proportion between the 
value of gold and silver, and that of goods of any other kind, 
depends in all cases ,” he says, “ upon the proportion between 
the quantity of labour which is necessary in order to bring, a certain 
quantity of gold and silver to market, and that which is necessary 
to bring thither a certain quantity of any other sort of goods." 
Does he not here fully acknowledge, that if anv increase takes 
place in the quantity of labour required to bring one sort of 
goods to market, whilst no such increase takes place in bringing 
another sort thither, the first sort will rise in relative value? 
If no more labour than before be required to bring cither cloth 
or gold to market, they will not vary in relative value, but if 
more labour be required to bring corn and shoes to market, will 
not corn and shoes rise in value relatively to cloth and money 
made of gold? 

Adam Smith again considers that the effect of the liounty is to 
cause a partial degradation in the value of money. “ That 
degradation,” savs he, “ in the value of silver which is the 
effect of the fertility of the mines, and which operates equally, 
or very nearly equally', through the greater part of the com¬ 
mercial world, is a matter of very little consequence to any 
particular country. The consequent rise of all money prices, 
though it does not make those who receive them really richer, 
does not make them really poorer. A service of plate becomes 
reallv cheaper, and everything else remains precisely of the 
same real value as before.” This observation is most correct. 

“ But that degradation in the value of silver which, being the 
effect either of the peculiar situation or of the political institu¬ 
tions of a particular country, takes place only in that c Am try, 
H‘" 
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is a matter of very great consequence, which, far from tending 
to make anybody really richer, tends to make everybody really 
poorer. The rise in the money price of all commodities, which 
is in this case peculiar to that country, tends to discourage more 
or less every sort of industry which is carried on within it, and 
to enable foreign nations, by furnishing almost all sorts of goods 
for a smaller quantity of silver than its own workmen can afford 
to do, to undersell them, not only in the foreign, but even in the 
home market.” 

I have elsewhere attempted to show that a partial degradation 
in the value of money, which shall affect both agricultural 
produce and manufactured commodities, cannot possibly be 
permanent. To say that money is partially degraded, in this 
sense, is to say that all commodities are at a high price; but 
while gold and silver are at liberty to make purchases in the 
cheapest market, they will be exported for the cheaper goods 
of other countries, and the reduction of their quantity will 
increase their value at home; commodities will regain their 
usual level, and those fitted for foreign markets will be exported 
as before. 

A bounty, therefore, cannot, I think, be objected to on this 
ground. 

If, then, a bounty raises the price of corn in comparison with 
all other things, the farmer will be benefited, and more land 
will be cultivated; but if the bounty do not raise the value of 
corn relatively to other things then no other inconvenience 
will attend it than that of paying the bounty; one which I 
neither wish to conceal nor unde- -ate. 

Dr. Smith states that “ by establishing high duties on the 
importation, and bounties on the exportation of corn, the 
country gentlemen seemed to have imitated the conduct of the 
manufacturers.” By the same means, both had endeavoured to 
raise the value of their commodities. “ They did not, perhaps, 
attend to the great and essential difference which nature has 
established between corn and almost every other sort of goods. 
When by either of the above means you enable our manufac¬ 
turers to sell their goods for somewhat a better price than they 
otherwise could get for them, you raise not only the nominal, 
but the real price of those goods. You increase not only the 
nominal, but the real profit, the real wealth and revenue of those 
manufacturers —you really encourage those manufacturers. 
But when, by the like institutions, you raise the nominal or 
money price of com, you do not raise its real value, you do not 
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increase the real wealth of our farmers or country gentlemen, 
you do not encourage the growth of corn. The nature of things 
has stamped upon corn a real value which cannot be altered by 
merely altering its money price. Through the world in general 
that value is equal to the quantity of labour which it can 
maintain.” 

I have already attempted to show that the market price of 
corn would, under an increased demand from the effects of a 
bounty, exceed its natural price, till the requisite additional 
supply was obtained, and that then it would again fall to its 
natural price. But the natural price of corn is not so fixed as 
the natural price of commodities; because, with any great 
additional demand for corn, land of a worse quality must be 
taken into cultivation, on which more labour will be required 
to produce a given quantity, and the natural price of corn will 
be raised. By a continued bounty, therefore, on the exporta¬ 
tion of com, there would be created a tendency to a permanent 
rise in the price of corn, and this, as 1 have shown elsewhere,* 
never fails to raise rent. Country gentlemen, then, have not 
only a temporary but a permanent interest in prohibitions of the 
importation of com, and in bounties on its exportation; but 
manufacturers have no permanent interest in establishing high 
duties on the importation, and bounties on the exportation of 
commodities; their interest is w holly temporary. 

A bounty on the exportation of manufactures will, un¬ 
doubtedly, as Dr. Smith contends, raise for a lime the market 
price of manufactures, but it will not raise their natural price. 
The labour of 200 men will produce double the quantity of these 
goods that 100 could produce before; and, consequently, when 
the requisite quantity of capital was employed in supplying the 
requisite quantity of manufactures, they would again fall to 
their natural price, and all advantage from a high market price 
would cease. It is, then, only during the interval after the rise 
in the market price of commodities, and till the additional 
supply is obtained, that the maniihu turers will enjoy high 
profits; for as soon as prices had subsided, their profits would 
sink to the general level. 

Instead of agreeing, therefore, with Adam Smith, that the 
country gentlemen had not so great an inl'-nst in prohibiting 
the importation of corn, as the manufacturer had in prohibiting 
the importation of manufactured goods, I contend, that they 
have a much superior interest; for their advantage is permanent, 
1 See chapter on Rent. 
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while that of the manufacturer is only temporary. Dr. Smith 
observes that nature has established a great and essential 
difference between corn and other goods, but the proper inference 
from that circumstance is directly the reverse of that which he 
draws from it; for it is on account of this difference that rent 
is created, and that country gentlemen have an interest in the 
rise of the natural price of corn. Instead of comparing the 
interest of the manufacturer with the interest of the country 
gentleman, Dr. Smith should have compared it with the interest 
of the farmer, which is very distinct from that of his landlord. 
Manufacturers have no interest in the rise of the natural price 
of their commodities, nor have farmers any interest in the rise 
of the natural price of corn, or other raw produce, though both 
these classes arc benefited while the market price of their pro¬ 
ductions exceeds their natural price. On the contrary, land¬ 
lords have a most decided interest in the rise of the natural price 
of corn; for the rise of rent is the inevitable consequence of the 
difficulty of producing raw produce, without which its natural 
price could not rise. Now, as bounties on exportation and 
prohibitions of the importation of corn increase the demand, and 
drive us to the cultivation of poorer lands, they necessarily 
occasion an increased difficulty of production. 

The sole effect of high duties on the importation, either of 
manufactures or of corn, or of a bounty on their exportation, 
is to divert a portion of capital to an employment which it 
would not naturally seek. It causes a pernicious distribution 
of the general funds of the society—it bribes a manufacturer 
to commence or continue in a comparatively less profitable 
employment. It is the worst species of taxation, for it does not 
give to the foreign country all that it takes away from the home 
country, the balance of loss being made up by the less advan¬ 
tageous distribution of the general capital. Thus, if the price 
of corn is in England £4, and in France £3 15s., a bounty of ios. 
will ultimately reduce it to £3 10s. in France, and maintain it at 
the same price of £4 in England. For every quarter exported, 
England pays a tax of 10s. For every quarter imported into 
Fiance, France gains only 5s., so that the value of 5 s. per 
quarter is absolutely lost to the world by such a distribution 
of its funds, as to cause diminished production, probably not of 
corn, but of some other object of necessity or enjoyment. 

Mr. Buchanan appears to have seen the fallacy of Dr. Smith’s 
arguments respecting bounties, and on the last passage which I 
have quoted very judiciously remarks: “ In asserting that 
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nature has stamped a real value on com, which cannot be altered 
by merely alterin',' its money price. Dr. Smith confounds its 
value in use with its value in exchange. A huslu-l of wheat will 
not feed more people during scarcity than during plenty; but 
a bushel of wheat will exchange for a greater quantity of luxuries 
and conveniences when it is scarce than when it is abundant; 
and the landed proprietors, who have a surplus of food to dis¬ 
pose of, will therefore, in times of scarcity, he richer men; they 
will exchange their surplus lor a greater value of other enjoy¬ 
ments than when corn is in greater pi ntv. It is vain to argue, 
therefore, that if the bounty occasions a forced exportation of 
corn, it will not also occasion a real rise of pi ice.” The whole 
of Mr. Buchanan’s arguments on this part of the subnet of 
bounties appear to me to be perfectly clear and satislaetorv. 

Mr. Buchanan, however, has not, I think, any mine than l)r. 
Smith or the writer in the Edinburgh Review, cornet opinions 
as to the influence of a rise in the price of labour on manutai lured 
commodities. From his peculiar views, which I have elsewhere 
noticed, he thinks that the price of labour has no connei tion 
with the price of corn, and, therefore, that the real value of com 
might and would rise without atTicling the price of labour; but 
if labour were affected, he would maintain with Adam Smith 
and the writer in the Edinburgh Review that the price of manu¬ 
factured commodities would also rise; and then 1 do not see 
how he would distinguish such a rise of corn from a fall in the 
value of money, or how he could come to any other coin lusion 
than that of f)r. Smith. In a note to page 276, vol. 1. of the 
Wealth of Mahons, Mr. Buchanan observes, “ but the price of 
corn does not regulate the money price of all the other parts 
of the rude produce of land. It regulates the price of neither 
metals, nor of various other useful substances, sin h as coals, 
wood, stones, etc.; and at it duet not regulate the price of labour, 
it doet not regulate the price of manufactures ; so that tlx* bounty, 
in so far as it raises the price of corn, is undoubtedly a real benefit 
to the farmer. It is not on this ground, therefore, that its policy 
must be argued. Its encouragement to agrn ulturc, by raising 
the price of corn, must be admitted; and the question then 
comes to be whether agrn ulture ought to be thus encouraged? ” 
—It is then, according to Mr. Buchanan, a real benefit to the 
farmer, because it does not raise the price of labour; but if it 
did, it would raise the price of all things in proportion, ami then 
it would afford no particular encouragement to agriculture. 

It must, however, be conceded that the tendency of a bounty 
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on the exportation of any commodity is to lower in a small 
degree the value of money. Whatever facilitates exportation 
tends to accumulate money in a country; and, on the contrary, 
whatever impedes exportation tends to diminish it. The 
general effect of taxation, by raising the prices of the commo¬ 
dities taxed, tends to diminish exportation, and, therefore, to 
check the influx of money; and, on the same principle, a bounty 
encourages the influx of money. This is more fully explained 
in the general observations on taxation. 

The injurious effects of the mercantile system have been fully 
exposed by Dr. Smith; the whole aim of that system was to 
raise the prire of commodities in the home market by prohibiting 
foreign competition; but this system was no more injurious to 
the agricultural classes than to any other part of the community. 
By forcing capital into channels where it would not otherwise 
flow, it diminished the whole amount of commodities produced. 
The price, though permanently higher, was not sustained by 
scarcity, but by difliculty of production; and therefore, though 
the sellers of such commodities sold them for a higher price, they 
did not sell them, after the requisite quantity of capital was 
employed in producing them, at higher profits. 1 

The manufacturers themselves, as consumers, had to pay an 
additional price for such commodities, and, therefore, it cannot 
be correctly said that “ the enhancement of price occasioned 
by both (corpora'>on laws and high duties on the importations 
of foreign commodities) is everywhere finally paid by the land¬ 
lords, farmers, and labourers of the country.” 

It is the more necessary to make this remark as in the present 
day the authority of Adam Smith is quoted by country gentle¬ 
men for imposing similar high duties on the importation of 
foreign corn. Because the cost of production, and, therefore, 

1 M. Say supposes the advantage of the manufacturers at home to be 
more than temporary. “ A government which absolutely prohibits the 
importation of certain foreign Roods establishes a monopoly nt favour of 
those who produce such commodities at home against those who consume 
them; in other words, those at home who pioduce them having the 
exclusive privilege of selling them, may elevate their price above the 
natural price; and the consumers at home, not being able to obtain them 
elsewhere, are obliged to purchase them at a higher price."—Vol. i. p 201. 
But how can they permanently support the market price of their goods 
above the natural price, when every one of their fellow citizens is free to 
enter into the trade? They are guaranteed against foreign, but not 
against home competition. The real evil arising to the country from such 
monopolies, if they can be called by that name, lies not in "raising the 
market price of such goods, but in raising their real and natural price. By 
increasing the cost of production, a portion of the labour of the country is 
less productively employed. 
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the prices of various manufactured commodities, are raised to 
the consumer by one error in legislation, the country has been 
called upon, on the plea of justice, quietly to submit to fresh 
exactions. Because we all pay an additional price for our 
linen, muslin, and cottons, it is thought just that we should 
pay also an additional price for our com. Because, in the 
general distribution of the labour of the world, we have pre¬ 
vented the greatest amount of productions from being obtained 
by our portion of that labour in manufactured commodities, we 
should further punish ourselves by diminishing the productive 
powers of the general labour in the supply of raw produce. It 
would be much wiser to acknowledge the errors which a mistaken 
policy has induced us to adopt, and immediately to commence 
a gradual recurrence to the sound principles of a universally 
free trade. 1 

“ I have already had occasion to remark," observes M. Say, 
“ in speaking of what is improperly called the balance of trade, 
that if it suits a merchant better to export the precious metals 
to a foreign country than any other goods, it is also the interest 
of the state that he should export them, because the state only 
gains or loses through the channel of its citizens; and in what 
concerns foreign trade, that which best suits the individual 
best suits also the state; therefore, by opposing obstacles to 
the exportation which individuals would be ini lined to make 
of the precious metals, nothing more is done than to force them 
to substitute some other commodity less profitable to them¬ 
selves and to the state. It must, however, be remarked that 
I say only in what concerns foreign trade ; because the profits 
which merchants make by their dealings with their countrymen, 
as well as those which are made in the exclusive commerce with 
colonies, are not entirely gains for the state. In the trade 
between individuals of the same country there is no other gain 
but the value of a utility produced; ijue la valeur d une utilile 
produite," 8 vol. i. p. 401. I cannot see the distinction here 


I •' A freedom of trade is alone wanted to nuararit<<- a country like 
Britain, abounding in all the varied products of industry, in merchandise 
suited to the wants of every society, from the possibility of a scarcity. 
The nations of the earth arc not condemn* <1 to throw the die** to determine 
which of them shall submit to famine There i- alu ays abundance of lood 
in the world. To enjov a constant plenty we have onlv to lay aside our 
prohibitions and restrictions, ami cease to counteract the benevolent 
wisdom of Providence.”—Article “ Corn Laws and I rude, Supplement to 


Encyclopedia Ilntanmca. . 

1 Are not the following passages contradictory to the one aliove quoted. 
" Besides, that home trade, though less notic'd (because it is in a variety 
of hands), is the most considerable, it is also the most profitable, ii.o 
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made between the piofits of the home and foreign trade. The 
object of all trade is to increase productions. If, for the pur¬ 
chase of a pipe of wine, I had it in my power to export bullion 
which was bought with the value of the produce of ioo days’ 
labour, but government, by prohibiting the exportation of 
bullion, should oblige me to purchase my wine with a commodity 
bought with the value of the produce of 105 days’ labour, the 
produce of five days’ labour is lost to me, and, through me, to 
the state, liut if these transactions took place between indivi¬ 
duals in different provinces of the same country, the same 
advantage would accrue both to the individual, and, through 
him, to the country, if he were unfettered in his choice of the 
commodities with which he made his pun liases, and the same 
disadvantage if he were obliged by government to purchase 
with the least beneficial commodity. If a manufacturer could 
work up w ith the same capital more iron w here coals arc plentiful 
than he could where coals are scarce, the country would be 
benefited by the difference, liut if coals were nowhere plentiful, 
and he imported iron, and could get this additional quantity 
by the manufacture of a commodity with the same capital and 
labour, he would, in like manner, benefit his country by the 
additional quantity of iron. In the sixth chapter of this work 
I have endeavoured to show that all trade, whether foreign or 
domestic, is beneficial, by ini reusing the quantity and not by 
increasing the value of productions. We shall have no greater 
value whether we carry on the most beneficial home and 
foreign trade, or, in consequence of being fettered by prohibitory 
laws, we are obliged to content ourselves with the least advan¬ 
tageous. The rate of profits and the value produced will be 
the same. The advantage alw.us resolves itself into that 
which M. Say appears to confine to the home trade; in both 
cases there is no other gain but that of the value of a utilitc 
prodiute. 

commodates exchanged m that trade arc necessarily the productions of 
the same countrv.”—\ol. i p S| 

"The huplish emernmont has not observed that the most profitable 
sales are those which a coimtiv makes to itself, huaic-c they cannot take 
place without two rallies brine produced bv the nation, the value which 
is sold, and tile value with which the purchase is made ”—Vol 1 p 2:1 

1 shall, ut the twuitj-siUb chapter, examine the soundness of this 
opinion 
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ON BOI V11KS ON I'ROlll CTIONS 

Ir may not be uninstructive to consider the effects of a bounty 
on the production of raw produce and other iomme.ehties, with 
a view to observe the application of the principles which I have 
been endeavouring to establish with reg.ud to the profits of 
stock, the division of the annual produce o! the land and labour, 
and the relative prices of manufactures and raw produce. In 
the first place, let us suppose that a ta\ was imposed on all 
commodities for the purpose of raising a fund to be employed 
by government in giving a bounty on the prodiutnm of corn. 
As no part of such a tax would be expended by govi mount, 
and as all that was received from one c lass of the people would 
be returned to another, the nation collectively would be neither 
richer nor poorer from such a tax and bounty, it would be 
rcadilv allowed that the tax on commodities by which the fund 
was created would raise the price of the commodities taxed; 
all the consumers of those commodities, therefore, would con¬ 
tribute towards that fund; in other words, their natural or 
necessary price being raised, so would, too, their market price. 
But for the same reason that the natural price of those com¬ 
modities would be raised, the natural price’ of corn would be 
lowered; before the bounty was paid on production, the farmers 
obtained as great a price for their corn as was necessary to 
repay them their rent and their expenses, and afford them the 
general rate of profits; after the bounty, they would receive 
more than that rate, unless the price of e orn fc II by a sum at 
least equal to the bounty. The effect, then, of the tax and 
bounty would be to raise the price of eummoelitu s in a degree 
equal to the tax levied on them, and to lowi r the - pries: of corn 
bv a sum equal to the bounty paid, it will be obse rved, too, 
that no permanent alteration could be made in the distribution 
of capital between agriculture and manufae lures, be cause’, as 
there would be no alteration either in the amount of capital or 
population, there would be precisely the same demand for bread 
and manufactures. The profits of the farmer would be no higher 
than the general level alter the fall in the price of corn; nor 
*n 5,0 :' 5 
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would the profits of the manufacturer be lower after the rise 
of manufactured goods; the bounty, then, would not occasion 
any more capital to be employed on the land in the production 
of com, nor any less in the manufacture of goods. But how 
would the interest of the landlord be affected? On the same 
principles that a tax on raw produce would lower the corn rent 
of land, leaving the money rent unaltered, a bounty on pro¬ 
duction, which is directly the contrary of a tax, would raise 
corn rent, leaving the money rent unaltered. 1 With the same 
money rent the landlord would have a greater price to pay for 
his manufactured goods, and a less price for his corn; he would 
probably, therefore, be neither richer nor poorer. 

Now, whether such a measure would have any operation on 
the wages of labour would depend on the question whether the 
labourer, in purchasing commodities, would pay as much towards 
the tax as he would receive from the effects of the bounty in 
the low price of his food. If these two quantities were equal, 
wages would continue unaltered; but if the commodities taxed 
were not those consumed by the labourer, his wages would fall, 
and his employer would be benefited by the difference. But 
this is no real advantage to his employer; it would indeed 
operate to increase the rate of his profits, as every fall of wages 
must do; but in proportion as the labourer contributed less to 
the fund from which the bounty was paid, and which, let it be 
remembered, must be raised, his employer must contribute 
more; in other words, he would contribute as much to the tax 
by his expenditure as he would receive in the effects of the 
bounty and the higher rate of profits together. He obtains a 
higher rate of profits to requite him for his payment, not only 
of his own quota of the tax, but of his labourer’s also; the 
remuneration which he receives for his labourer’s quota appears 
in diminished wages, or, which is the same thing, in increased 
profits; the remuneration for his own appears in the diminution 
in the price of the corn which he consumes, arising from the 
bounty. 

Here it will be proper to remark the different effects produced 
on profits from an alteration in the real labour, or natural value 
of corn, and an alteration in the relative value of corn, from 
taxation and from bounties. If corn is lowered in price by an 
alteration in its labour price, not only will the rate of the profits 
of stock be altered, but the condition of the capitalist will be 
improved. With greater profits, he will have no more to pay 

1 See p. 99. 
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for the objects on which those profits are expended; which does 
not happen, as we have just seen, when the fall is occasioned 
artificially by a bounty. In the real fall in the value of corn, 
arising from less labour being required to produce one of the 
most important objects of man’s consumption, labour is ren¬ 
dered more productive. With the same capital the same labour 
is employed, and an increase of productions is the result; not 
only then will the rate of profits be increased, but the condition 
of him who obtains them will be improved; not only will each 
capitalist have a greater money revenue, if he employs the same 
money capital, but also when that money is expended it will 
procure him a greater sum of commodities; his enjoyments will 
be augmented. In the case of the bounty, to balance the ad¬ 
vantage which he derives from the fall of one commodity, he 
has the disadvantage of paying a price more than proportionally 
high for another; he receives an increased rate of profits in 
order to enable him to pay this higher price; so that his real 
situation, though not deteriorated, is in no way improved: 
though he gets a higher rate of profits, he has no greater com¬ 
mand of the produce of the land and labour of the country. 
When the fall in the value of corn is brought about by natural 
causes, it is not counteracted by the rise of other commodities; 
on the contrary, they fall from the raw material falling from 
which thev are made; but when the fall in corn is occasioned 
by artificial means, it is always counteracted by a real rise in 
the value of some other commodity, so that if corn be bought 
cheaper, other commodities are bought dearer. 

This, then, is a further proof that no particular disadvantage 
arises from taxes on necessaries, on account of their raising 
wages and lowering the rate of profits. Profits are indeed 
lowered, but only to the amount of the labourer's portion of 
the tax, which must at all events be paid either by his employer 
or by the consumer of the produce of the labourer’s work. 
Whether you deduct £50 per annum from the employer’s revenue, 
or add £50 to the prices of the commodities which he consumes, 
can be of no other consequence to him or to the community 
than as it may equally affect all other classes. If it be added 
to the prices of the commodity, a miser may avoid the tax by 
not consuming; if it be indirectly deducted from every man s 
revenue, he cannot avoid paying his fair proportion of the 
public burthens. 

A bounty on the production of corn, then, would produce no 
real effect on the annual produce of the land and labour of the 
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country, although it would make corn relatively cheap and 
manufactures relatively dear, liut suppose now that a contrary 
measure should be adopted—that a tax should be raised on 
corn for the purpose of affording a fund for a bounty on the 
production of commodities. 

In such case, it is evident that corn would be dear and com¬ 
modities cheap; labour would continue at the same price if the 
labourer were as much benefited by the cheapness of commo¬ 
dities as he was injured by the dearness of corn; but if he were 
not, wages would rise and profits would fall, while money rent 
would continue the same as before; profits would fall, because, 
as we have just explained, that would be the mode in which 
the labourer’s share of the tax would be paid by the employers 
of labour. By the increase of wages the labourer would be 
compensated for the tax which he would pay in the increased 
price of corn; by not expending any part of his wages on the 
manufactured commodities he would receive no part of the 
bounty; the bounty would be all received by the employers, 
and the tax would be partly paid by the employed; a remunera¬ 
tion would be made to the labourers, in the shape of wages, for 
this increased burden laid upon them, and thus the rate of 
profits would be reduced. In this <ase, too, there would be a 
complicated measure producing no national result whatever. 

In considering this question we have purposely left out of our 
consideration the effect of siuli a measure on foreign trade; we 
have rather been supposing the case of an insulated country 
having no commercial connection with other countries. We 
have seen that, as the demand of the country for corn and 
commodities would be the same, whatever direction the bounty 
might take, there would be no temptation to remove capital 
from one employment to another; but this would no longer be 
the case if there were foreign commerce, and that commerce 
were free. By alteiing the relative value ot commodities and 
corn, by producing so powerful an effect on their natural prices, 
we should be applying a strong stimulus to the exportation of 
those commodities whose natural prices were lowered, and an 
equal stimulus to the importation of those commodities whose 
natural prices were raised, and thus such a financial measure 
might entirely alter the natural distribution of employments, 
to the advantage indeed of the foreign countries, but ruinously 
to that in which so absurd a policy was adopted. 



CHAPTER XXIV 


DOCTRINE OF ADAM SMITH CONCERNING TIIF. RENT OF I.AND 

“ Such parts only of the produce of land," says Adam Smith, 
“ can commonly be brought to market of which the ordinary 
price is sufficient to replace the slock which must be employed 
in bringing them thither, together with its ordinary profits. If 
the ordinary price is more than this, the surplus part of it will 
naturallv go to the rent of land. If it is not more, though the 
commodity can he brought to maihet, it tan at!out no rent to the 
landlord. Whether the price is, or is not more, depends upon 
the demand.” 

This passage would naturally lead the reader to conclude that 
its author could not have mistaken the nature of rent, and that 
he must have seen that the quality of land which the exigencies 
of society might require to be taken into cultivation would 
depend on “ the ordinary price of its fnmince" whether it were 
“ sufficient to replace the stock which must be employed in culti¬ 
vating it, together with its ordinary profits.” 

Hut he had adopted the notion that ‘‘ there were some parts 
of the produie of land for which the demand must always be 
such as to afford a greater price than what is sulfa lent to bring 
them to market; ” and he considered food as one of those parts. 

He says that “ land, in almost any situation, produces a 
greater quantity of food than what is .sufficient to maintain all 
the labour necessary for bringing it to market, m the most 
liberal way in which that labour is ever maintained. The 
surplus, too, is always more than sufficient to replace the stoi k 
which employed that labour, together with its profits. Some¬ 
thing, therefore, always remains lor a rent to the landlord. ’ 

But what proof does he give of this?—no other than the 
assertion that “ the most desert moors in Norway and Scotland 
produce some sort of pasture for cattle, of whidi the milk and 
the increase are always more than sufficient, not only to main¬ 
tain all the labour necessary for tending them, and to pay the 
ordinary profit to the farmer, or owner of the herd or flock, but 
to afford some small rent to the landlord." Now, of this I 
may be permitted to entertain a doubt; 1 believe that as yet 
in every country', from the rudest to the most refined, there is 
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land of such a quality that it cannot yield a produce more than 
sufficiently valuable to replace the stock employed upon it, 
together with the profits 01 dinary and usual in that country. 
In America we all know that this is the case, and vet no one 
maintains that the principles which regulate rent are different 
in that country and in Europe. But if it were true that Eng¬ 
land had so far advann d in cultivation that at this time there 
were no lands remaining which did not afford a rent, it would 
he equally true that there formerly mu->t have been such lands; 
and that whether there be or not is of no importance to this 
question, for it is the same thing if there be any capital employed 
in (Ireat Britain on land which yields only the return of stock 
with its ordinary profits, whether it be employed on old or on 
new land. If a farmer agrees for land on a lease of seven or 
fourteen years, he may pmpose to employ on it a capital of 
£10,000, knowing that at the existing price of grain and raw 
produce he can replace that part of his stock which lie is obliged 
to expend, pay his rent, and obtain the general rate of profit. 
He will not employ £11,000, unless the last £1000 can be em¬ 
ployed so productively as to afford him the usual profits of stock. 
In his calculation, whether he shall employ it or not, fie con¬ 
siders only whether the price of raw produce is sufficient to 
replace his expenses and profits, for he knows that he shall have 
no additional rent to pay. Even at the expiration of his lease 
his rent will not be raised; for if his landlord should require 
rent, because this additional £1000 was employed, he would 
withdraw it; since, by ernphn mg it, he gets, by the supposition, 
only the ordinary and usual profits which he may obtain by 
any other employment of stock; and, therefore, he cannot 
afford to pay rent lor it, unless the price of raw produce should 
further rise, or, which is the same thing, unless the usual and 
general rate of profits should fall. 

If the comprehensive mind of Adam Smith had been directed 
to this fact, he would not have maintained that rent forms one 
of the component parts of the price of raw produce; for price 
is even where regulated by the return obtained by this last 
portion of capital, lor which 110 rent whatever is paid. If he 
had adverted to this principle, he would luue made no dis¬ 
tinction between the law which regulates the rent of mines and 
the rent of land. 

“ W bother a coal mine, for example,” he says, “ can afford 
any rent depends partly upon its fertility and partly upon its 
situation, A mine of any kind may be said to be either fertile 
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or barren according as the quantity of mineral which can be 
brought from it by a certain quantity of labour is greater or 
less than what can be brought by an equal quantity from the 
greater part of other mines of the same kind. Some coal mines, 
advantageously situated, cannot be wrought on account of their 
barrenness. The produce docs not pay the expense. They 
can afford neither profit nor rent. There are some of which 
the produce is barely sufficient to pay the labour and replace, 
together with its ordinary profits, the stock employed in working 
them. They afford some profit to the undertaker of the work, 
but no rent to the landlord. They ran be wrought advanta¬ 
geously by nobody but the landlord, who being himself the 
undertaker of the work, gets the ordinary profit of the capital 
which he employs in it. Many coal mines in Scotland are 
wrought in this manner, and can be wrought in no other. The 
landlord will allow nobody else to work them without paying 
some rent, and nobody can afford to pay any. 

“ Other coal mines in the same country, sufficiently fertile, 
cannot be wrought on account ot their situation. A quantity 
of mineral sufficient to defray the expense of working could be 
brought from the mine by the ordinary, or even less than the 
ordinary, quantity of labour; but in an inland country, thinly 
inhabited, and without either good roads or water-carriage, 
this quantity could not he sold." The whole principle of rent 
is here admirably and perspicuously explained, but every word 
is as applu able to land as it is to mines; yet he affirms that “ it 
is otherwise in estates above ground. The proportion, both 
of their produce and of their rent, is in proportion to their 
absolute, and not to their relative, fertility.” Hut, suppose 
that there were no land which did not afford a rent; then tlu* 
amount of rent on the worst land would lie in proportion to the 
excess of the value of the produce above the expenditure of 
capital and the ordinary profits of stock: the same principle 
would govern the rent of land of a somewhat better quality, or 
more favourable situated, and, therefore, the rent of this land 
would exceed the rent of that inferior to it by the superior 
advantages which it possessed; the same might be said of that 
of the third quality, and so on to the very best. Is it not, then, 
as certain that it is the relative fertility of the land which 
determines the portion of the produce whi< li shall be paid for 
the rent of land as it is that the relative fertility of mines deter¬ 
mines the portion of their produce which shall be paid for the 
rent of mines? 
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After Adam Smith has declared that there arc some mines 
which can only be worked by the owners, as they will afford only 
sufficient to defray the expense of working, together with the 
ordinary profits of the capital employed, we should expect that 
he would admit that it was these particular mines which regu¬ 
lated the price of the produce from all mines. If the old mines 
are insufficient to supply the quantity of coal required, the 
price of coal will rise, and will continue rising till the owner of 
a new and inferior mine finds that he can obtain the usual profits 
of stock by working his mine. If Ins mine be tolerably fertile, 
the rise will not be gn at before it becomes his interest so to 
employ his capital; but if it be not tolerably fertile, it is evident 
that the price must continue to rise till it will afford him the 
means of paying his expenses, and obtaining the ordinary 
profits of stock. It appears, then, that it is always the least 
fertile mine which regulates the price of coal. Adam Smith, 
however, is of a different opinion: he observes that “ the most 
fertile coal mine, too, regulates the price of coals at all the other 
mines in its neighbourhood. Both the proprietor and the 
undertaker of the work find, the one that he can get a greater 
rent, the other that he can get a greater profit, by somewhat 
underselling all their neighbours. Their neighbours are soon 
obliged to sell at the same price, though they cannot so well 
afford it, and though it always diminishes, and sometimes takes 
away altogether, both their rent and their profit. Some works 
are abandoned altogether; others can afford no rent, and can 
be wrought only by the proprietor." If the demand for coal 
should be diminished, or if by new pruei ssex the quantity should 
be increased, the price would fall, and some mines would be 
abandoned; but in every case, the price must be sufficient to 
pay the expenses and profit of that mine which is worked with¬ 
out being charged with rent. It is, therefore, the least fertile 
mine which regulates price. Indeed, it is so stated in another 
place by Adam Smith himself, for he says, “ The lowest price 
at which coals can be sold for any considerable time is like that 
of all other commodities, the juice which is barely sufficient 
to replace, together with its ordinary profits, the stock which 
must be employ eel m bringing them to market. At a coal 
mine for which the landlord can get no rent, but which he must 
either work himself, or let it alone all altogether, the price of 
coals must generally be nearly about this price.” 

But the same cin umstance, namely, the abundance and 
consequent cheapness of coals, from whatever cause it may 



The Rent of Land 


223 

arise, which would make it necessary to abandon those mines 
on which there was no rent, or a very moderate one, would, if 
there were the same abundance and consequent cheapness of 
raw produce, render it necessary to abandon the cultivation of 
those lands for which either no rent was paid or a very moderate 
one. If, for example, potatoes should bet ome the general and 
common food of the people, as rice is in some countries, one- 
fourth or one-half of the land now in cultivation would probable 
be immediately abandoned; for if, as Adam Smith -'.ins, “ an 
acre of potatoes will produce six thousand weight of solid 
nourishment, three times the quantitv produced by the acre ot 
wheat," there could not be for a considerable time such a multi¬ 
plication of people as to consume the quantity that might In- 
raised on the land before employed for the cultivation of wheat; 
much land would consequently be abandoned, and rent would 
fall; and it would not be till the population had been doubled or 
trebled that the same quantity of land could be in cultivation 
and the rent paid for it as high as before. 

Neither would any greater proportion of the gross produce be 
paid to the landlord whether it consisted of potatoes, which 
would feed three hundred people, or of wheat, which would feed 
onlv one hundred; because, though the expenses of produc tion 
would be verv much diminished il the labourer's wages were 
c hieflv regulated bv the price of potato! s, and not by the price 
of wheat, and though, tlu-refciie, the proportion of the whole 
gross produce, alter paying the labourers, would be greatly 
increased, vet no part of that additional proportion would go 
to rent, but the whole invanubK to profits profits being at all 
times raised as wages tail, and lowered as wages rise. \\ hi ther 
wheat or potatoes were cultivated, rent would be governed 
bv the same principle it would be alwass equal to the dif¬ 
ference between the quantities ol produce- obtained with equal 
capitals, eithe r on the same land or on land of different quali¬ 
ties; and, therefore, while lands of the same quality were 
cultivated, and there was no alteration in their relative fertility 
or advantages, rent would always bear the same proportion 
to the gross produce. 

Adam Smith, however, maintains that the proportion which 
falls to the landlord would be im reased h\ a diminished cost of 
produc lion, and. therefore, that he would rec e i\c a larger share 
as well as a larger quantity from an abundant than from a 
scanty produce. “ A rice field," he sa\s. " produce, a much 
greater quantity of food than the most fertile c orn field. Two 
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crops in the year, from thirty to sixty bushels fach, are said 
to be the ordinary produce of an acre. Though its cultivation, 
therefore, requires more labour, a much greater surplus remains 
after maintaining all that labour. In those rice countries, 
therefore, where rice is the common and favourite vegetable 
food of the people, and where the cultivators are chiefly main¬ 
tained with it, a greater share of this greater surplus should belong 
to the landlord than in corn countries'’ 

Mr. Buchanan also remarks that “ it is quite clear that if any 
other produce, which the land yielded more abundantly than 
corn, were to become the common food of the people, the rent 
of the landlord would be improved in proportion to its greater 
abundance.” 

If potatoes were to become the common food of the people, 
there would be a long interval during which the landlords would 
suffer an enormous deduction of rent. They would not probably 
receive nearly so much of the sustenance of man as they now 
receive, while that sustenance would fall to a third of its present 
value. But all manufactured commodities, on which a part 
of the landlord's rent is expended, would suffer no other fall 
than that which proceeded from the fall in the raw material 
of which they were made, and which would arise only from the 
greater fertility of the land which might then be devoted to its 
production. 

When, from the progress of population, land of the same 
quality as before should be taken into cultivation, the landlord 
would have not only the same proportion of the produce as 
before, but that proportion would also be of the same value as 
before. Rent, then, would be the same as before; profits, 
however, would be much higher, because the price of food, and 
consequently wages, would be much lower. High profits are 
favourable to the accumulation of capital. The demand for 
labour would further increase, and landlords would be perma¬ 
nently benefited by the increased demand for land. 

Indeed, the very same lands might be cultivated much higher 
when such an abundance of food could be produced from them, 
and, consequently, they would, in the progress of society, admit 
of much higher rents, and would sustain a much greater popula¬ 
tion than before. This could not fail to be highly beneficial to 
landlords, and is consistent with the principle which this inquiry, 
I think, will not fail to establish—that all extraordinary profits 
are in their nature but of limited duration, as the whole surplus 
produce of the soil, after deducting from it only such moderate 
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profits as are sufficient to encourage accumulation, must finally 
rest with the landlord. 

With so low a price of labour as such an abundant produce 
would cause, not only would the lands already in cultivation 
yield a much greater quantity of produce, but they would admit 
of a great additional capital being employed on them, and a 
greater value to be drawn from them, and, at the same time, 
lands of a very inferior quality could lie cultivated with high 
profits, to the great advantage of landlords, as well as to the 
whole class of consumers. The machine which produced the 
most important article of consumption would he improved, and 
would be well paid for according as its services were demanded. 
All the advantages would, in the first instance, be enjoyed by 
labourers, capitalists, and consumers; but, with the progress 
of population, they would be gradually transferred to the 
proprietors of the soil. 

Independently of these improvements, in which the com¬ 
munity have an immediate and the landlords a remote interest, 
the interest of the landlord is always opposed to that of the 
consumer and manufacturer. Corn can he permanently at an 
advanced price only because additional labour is necessary to 
produce it; because its cost of production is increased. The 
same cause invariably raises rent, it is therefore for the interest 
of the landlord that the cost attending the production of corn 
should be increased. This, however, is not the interest of the 
consumer; to him it is desirable that corn should be low rela¬ 
tively to money and commodities, for it is always with com¬ 
modities or money that corn is purchased. Neither is it the 
interest of the manufacturer that corn should be at a high price, 
for the high price of corn will occasion high wages, hut will not 
raise the price of his commodity. Not only, then, must more 
of his commodity, or, which comes to the same thing, the value 
of more of his commodity, be given in exchange for the corn 
which he himself consumes, but more must be given, or the 
value of more, for wages to his workmen, for which he will 
receive no remuneration. All classes, therefore, except the 
landlords, will be injured by the increase in the price of corn. 
The dealings between the landlord and the public arc not like 
dealings in trade, whereby both the seller and buyer may equally 
be said to gain, but the loss is wholly on one side, and the gain 
wholly on the other; and if corn could by importation be pro¬ 
cured cheaper, the loss in consequence of not importing is far 
greater on one side than the gain is on the other. 
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Adam Smith never makes any distinction between a low value 
of money and a high value of corn, and therefore infers that the 
interest of the landlord is not opposed to that of the rest of the 
community. In the first case, money is low relatively to all com¬ 
modities ; in the other, com is high relatively to all. In the first, 
com and commodities continue at the same relative values; in the 
second, corn is higher relatively to commodities as well as money. 

The following observation of Adam Smith is applicable to a 
low value of money, but it is totally inapplicable to a high value 
of com. “ If importation (of corn) was at all times free, our 
farmers and country gentlemen would probably, one year with 
another, get less money for their corn than they do at present 
when importation is at most times in effect prohibited; but the 
money which they got would be of more value, would buy more 
goods of all other kinds, and would employ more labour. Their 
real wealth, their real revenue, therefore, would be the same as 
at present, though it might be expressed by a smaller quantity 
of silver; and they would neither be disabled nor discouraged 
from cultivating corn as much as they do at present. On the 
contrary, as the rise in the real value of silver, in consequence 
of lowering the money price of corn, lowers somewhat the money 
price of all other commodities, it gives the industry of the 
country where it takes place some advantage in all foreign 
markets, and thereby tends to encourage and increase that 
industry. Hut the extent of the home market for com must 
be in proportion to the general industry of the country where 
it grows, or to the number of those who produce something else 
to give in exchange for corn. But in every country the home 
market, as it is the nearest and most convenient, so is it likewise 
the greatest and most important market for corn. That rise in 
the real value of silver, therefore, which is the effect of lowering 
the average money price of corn, tends to enlarge the greatest 
and most important market for corn, and thereby to encourage 
instead of discouraging its growth.” 

A high or low money price of corn, arising from the abundance 
and cheapness of gold and silver, is of no importance to the land¬ 
lord, as every sort of produce would be equally affected just as 
Adam Smith describes; but a relatively high price of corn is at 
all times greatly beneficial to the landlord; for, first, it gives 
him a greater quantity of corn for rent; and, secondly, for every 
equal measure of corn he will have a command, not only over 
a greater quantity of money, but over a greater quantity of 
every commodity which money can purchase. 



CHAPTER XXV 


ON COLONIAL TRADE 

Adam Smith, in his observations on colonial trade, has shown 
most satisfactorily the advantages of a free trade, and the in¬ 
justice suffered by colonies in being prevented by their mother 
countries from selling their produce at the dearest market and 
buying their manufactures and stores at the cheapest. He has 
shown that, by permitting every country freely to exchange the 
produce of its industry when and where it pleases, the best 
distribution of the labour of the world will be effected, and the 
greatest abundance of the necessaries and enjoyments of human 
life will be secured. 

He has attempted also to show that this freedom of commerce, 
which undoubtedly promotes the interest of the whole, promotes 
also that of each particular country; and that the narrow policy 
adopted in the countries of Europe respecting their colonies is 
not less injurious to the mother countries themselves than to 
the colonics whose interests are sacrificed. 

“ The monopoly of the colony trade, he says, like all the 
other mean and malignant expedients of the mercantile system, 
depresses the industry of all other countries, but chiefly that of 
the colonies, without in the least increasing, but, on the contrary, 
diminishing that of the country in whose favour it is established. 

This part of his subject, however, is not treated in so clear and 
convincing a manner as that in which he shows the injustice of 
this s\stem towards the colony. 

It may, I think, be doubted whether a. mother country may 
not sometimes be benefited by the restraints to which she sub- 
jects her colonial possessions. Who can doubt, for example, 
that if England were the colony of France, the latter country 
would be benefited by a heavy bounty paid by England on the 
exportation of corn, cloth, or any other commodities. In 
examining the question of bounties, on the supposition of corn 
being at £4 per quarter in this country, we saw that with a 
bounty of 10s. per quarter on exportation in England, corn 
would have been reduced to £3 I0S ' 1 ‘ranee. Now, if corn 
had previously been at £3 15 s - per quarter in France, the French 
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consumers would have been benefited by 5 s. per quarter on all 
imported corn; if the natural price of corn in France were before 
£4, they would have gained the whole bounty of 10s. per quarter. 
France would thus be benefited by the loss sustained by Eng¬ 
land: she would not gain a part only of what England lost, but 
the whole. 

It may, however, be said that a bounty on exportation is a 
measure of internal policy, and could not easily be imposed by 
the mother country. 

If it would suit the interests of Jamaica and Holland to make 
an exchange of the commodities whi< h they respectively pro¬ 
duce, without the intervention of England, it is quite certain 
that by their being prevented from so doing the interests of 
Holland and Jamaica would suffer; but if Jamaica is obliged 
to send her goods to England, and there exchange them for 
Dutch goods, an English capital, or English agency, will be 
employed in a trade in which it would not otherwise be engaged. 
It is allured thither by a bounty, not paid by England, but by 
Holland and Jamaica. 

That the loss sustained through a disadvantageous distribu¬ 
tion of labour in two countries may be beneficial to one of them, 
while the other is made to suflcr more than the loss actually 
belonging to such a distribution, has been stated by Adam Smith 
himself; which, if true, will at once prove that a measure which 
may be greatly hurtful to a colony may be partially beneficial 
to the mother country. 

Speaking of treaties of commerce, he says, “ \\ hen a nation 
binds itself by treaty, either to permit the entry of certain goods 
from one foreign country which it prohibits from all others, or 
to exempt the goods of one country from duties to which it 
■subjects those of all others, the country, or at least the merchants 
and manufacturers of the country, whose commerce is so 
favoured, must necessarily derive great advantage from the 
treaty. Those merchants and manufacturers enjoy a sort of 
monopoly in the country which is so indulgent to them. That 
country becomes a market both more extensive and more 
advantageous for their goods; more extensive, because the goods 
of other nations, being either excluded or subjected to heavier 
duties, it takes off a greater quantity of them; more advan¬ 
tageous, because the merchants of the favoured country, enjoy¬ 
ing a sort of monopoly there, will often sell their goods for a 
better price than if exposed to the free competition of all other 
nations.” 
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Let the two nations between which the commercial treaty is 
made be the mother country and her colony, and Adam Smith, 
it is evident, admits that a mother country m.iv he benefited by 
ippressing her colony. It may, however, be again remarked, 
that unless the monopoly of the foreign market be in the hands 
of an exclusive company, no more will be paid for commodities 
by foreign purchasers than by home purchasers; the price which 
they will both pay will not ditfer greatly f mm t i u ,j r n:Uuril | 
price in the country where they are produced. England, for 
example, will, under ordinary circumstances, .tlwats he able to 
buy French goods at the natural price of those goods in France, 
and France would have an equal privilege of Inning English 
goods at their natural price in England. Jlut at these prices 
goods would be bought without a treaty. Of what advantage 
or disadvantage, then, is the treaty to either party? 

The disadvantage of the treaty to the importing country 
would he this: it would hind her to purchase a commodity, 
from England, for example, at the natural price of that com¬ 
modity in England, when she might perhaps have bought it at 
the much lower natural price of some other countrv. It occa¬ 
sions then a disadvantageous distribution of the general capital, 
which falls chiefly on the country hound by its treaty to buy 
in the least productive market; but it gives no advantage to the 
seller on account of any supposed monopoly, for he is prevented 
by the competition of his own countrymen from selling his goods 
above their natural price; at which he would sell them, whether 
lie exported them to France, Spain, or the West Indies, or sold 
them for home consumption. 

I11 what, then, does the advantage of the stipulation in the 
treaty consist? It consists m this; these particular goods could 
not have been made in England for exportation, but for the 
privilege which she alone had of serving this particular market; 
tor the competition of that country, where the natural price was 
lower, would have deprived her of all chance of selling those 
commodities. This, however, would have been of little import¬ 
ance if lingland were quite secure that she could sell to the 
same amount any other goods which she might fabricate, either 
in the French market or with equal advantage in any other. 
The object which England lias in view is, for example, to buy 
a quantity of French wines of the value of £<;ooo she desires, 
then, to sell goods somewhere by which she may get £5000 for 
this purpose. If France gives her a monopoly of the cloth 
market she will readily export cloth for this purpose; but if 
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the trade is free, the competition of other countries may prevent 
the natural price of cloth in England from being sufficiently low 
to enable her to get £5000 by the sale of cloth, and to obtain 
the usual profits by such an employment of her stock. The 
industry of England must be employed, then, on some other 
commodity; but there may be none of her productions which, 
at the existing value of money, she can afford to sell at the 
natural price of other countries. What is the consequence? 
The wine drinkers of England are still willing to give £5000 for 
their wine, and consequently £5000 in money is exported to 
France for that purpose. By this exportation of money, its 
value is raised in England and lowered in other countries; and 
with it the natural price of all commodities produced by British 
industry is also lowered. The advance in the value of money 
is the same thing as the decline in the price of commodities. 
To obtain £5000, British commodities may now be exported; 
for at their reduced natural price they may now enter into 
competition with the goods of other countries. More goods 
are sold, however, at the low prices to obtain the £5000 required, 
which, when obtained, will not procure the same quantity of 
wine; because, whilst the diminution of money in England has 
lowered the natural price of goods there, the increase of money 
in E'rancc has raised the natural price of goods and wine in 
France. Bess wine, then, will be imported into England, in 
exchange for its commodities, when the trade is perfectly free 
than when she is peculiarly favoured by commercial treaties. 
The rate of profits, however, will not have varied: money will 
have altered in relative value in the two countries, and the 
advantage gained by France will be the obtaining a greater 
quantity of English, in exchange for a given quantity of French, 
goods, while the loss sustained by England will consist in ob¬ 
taining a smaller quantity of French goods in exchange for a 
given quantity of those of England. 

Foreign trade, then, whether fettered, encouraged, or free, 
will always continue, whatever may be the comparative difficulty 
of production in different countries; but it can only be regulated 
by altering the natural price, not the natural value, at which 
commodities can be produced in those countries, and that is 
effected by altering the distribution of the precious metals. 
This explanation confirms the opinion which I have elsewhere 
given, tliat there is not a tax, a bounty, or a prohibition on the 
importation or exportation of commodities which does not 
occasion a different distribution of the precious metals, and 
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which does not, therefore, everywhere alter both the natural and 
the market price of commodities. 

It is evident, then, that the trade with a colony mav be so 
regulated that it shall at the same time be less beneficial to the 
colony, and more beneficial to the mother country, than a per¬ 
fectly free trade. As it is disadvantageous to a single consumer 
to he restricted in his dealings to one particular shop, so is it 
disadvantageous for a nation of consumers to he obliged to 
purchase of one particular country. If the shop or the country 
afforded the goods required the cheapest, they would be secure 
of selling them without any such exclusive privilege; and if 
they did not sell cheaper, the general interest would require that 
they should not be encouraged to continue a trade which they 
could not carry on at an equal advantage with others. The 
shop, or the selling country, might lose by the change of employ¬ 
ments, but the general benefit is never so fully secured as by the 
most productive distribution of the general capital; that is to 
say, by a universally free trade. 

An increase in the cost of production of a commodity, if it be 
an article of the first necessity, will not necessarily diminish its 
consumption; for although the general power of the purchasers 
to consume is diminished by the rise of any one commodity, yet 
they may relinquish the consumption of some other commodity 
whose cost of production lias not risen. In that case, the quan¬ 
tity supplied, and the quantity demanded, will be the same as 
before; the cost of production only will have increased, and yet 
the price will rise, and must rise, to place the profits of the 
producer of the enhanced commodity on a level with the profits 
derived from other trades. 

M. Say acknowledges that the cost of production is the 
foundation of price, and yet in various parts of Ins book lie 
maintains that price is regulated by the proportion which 
demand bears to supply. The real and ultimate regulator of 
the relative value of any two commodities is the cost of their 
production, and not the respci live quantities which may be 
produced, nor the competition amongst the purchasers. 

According to Adam Smith, the colony trade, by being one in 
which British capital only can be employed, lias raised the rate 
of profits of all other trades; and as, in his opinion, high profits, 
as well as high wages, raise the prices of commodities, the 
monopoly of the colony trade has been, he thinks, injurious to 
the mother country; as it has diminished her power of selling 
manufactured commodities as cheap as other countries. He 
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says that " in consequence of the monopoly, the increase of 
the colony trade has not so much occasioned an addition to the 
trade which Great Britain had before as a total change in its 
direction. Secondly, this monopoly lias necessarily contributed 
to keep up the rate of profit in all the different branches of 
British trade higher than it naturally would have been had 
all nations been allowed a free trade to the British colonies.” 

“ But whatever raises in any country the ordinary rate of profit 
higher than it otherwise would be, necessarily subjects that 
country both to an alnolute and to a relative disadvantage in 
every branch of trade of which she has not the monopoly. It 
subjects her to an absolute disadvantage, because in such 
branches of trade her merchants cannot get this greater profit 
without selling dearer than they otherwise would do both the 
goods of foreign countries which thev import into their own 
and the goods of their own country which they export to foreign 
countries. Their own country must both buy dearer and sell 
dearer; must both buy less ami sell less; must both enjoy less 
and produce Jess than she otherwise would do." 

" Our merchants frequently complain of the high wages of 
British labour a* the cause of their manufactures t«ing under¬ 
sold in foreign markets; but they are silent alwut the high 
profits of stock. They complain of the extravagant gain of 
other people, but they say nothing of their own. The high 
profits of British stock, however, may contribute towards 
raising the price of British manufacture in many cases as much, 
and in some perhaps more, than the high wages of British 
labour." 

1 allow that the monopoly of the colony trade will change, and 
often prejudicially, the direction of capital; but from what 
I have already said on the subject of profits, it will be seen that 
any change from one foreign trade to another, or from home 
to foreign trade, cannot, in my opinion, affect the rate of profits. 
The injury suffered will be what l have just described; there will 
be a worse distribution of the general capital and industry, and, 
therefore, less will be produced. The natural price of uxnmo- 
dities will be raised, and therefore, though the consumer will 
be able to purchase to the same money value, he will obtain 
a less quantity of commodities. It will be seen, too, that if it 
even had the effect of raising profits, it would not occasion dig 
least alteration in prices; prices tiring regulated neither bjf ‘ 
wage* nor profits. 

And does not Adam Smith agree in this opinion, when be says 
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that “ the prices of commodities, or the value ni mU •. 
as comDared with j -... * whI silver 


whether profits be high or low, or wages low or high, lluw then 
can prices be raised by high profits? g l, * rn 
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his capital would employ a hundred or a thousand men, whether 
the commodity produced sold for (10.000 or lor (to,000. 
provided, in all cases, his profits were not diminished In-Jo* 
£3000. Is not the real interest of the nation similar? Provided 
its net real income, its rent and profits lie the same, it is of no 
importance whether the nation consists of ten or of twelve 
millions of inhabitants. Its power of Mip|xotmg tlrru and 
armies, and all species of unproductive Ul«>ur, must tie in 

I iroportion to its net, and not in pro|>ortion to its goiv. imome 
if five millions of men could produce as nun h food ami < lathing 
as was necessary for ten millions, f<«*l and «lothuig for five 
millions would lie tin* net revinue. Would u Ik- ol am- ad v an 
tage to the country that, to priNltne tins same net revenue, 
seven millions of men should lx- required, that is to ui, that 
seven millions should Ik- employed to pr<Klu>e IikhI am! ilothing 
sufficient for twelve millions? Hi*- (<hk| and ilothing of five 
millions would Ik still the net revenue. The rmplnung a 
greater numlw-r of men would enable us m ithrr to add u man 
to our armv ami naw, nor to contiibute one guinea mote m 
taxes. 

It is not on the grounds of any sop|wis> <) jdv.mt.ige an ruing 
from a large population, or of the happiness that rnav |trrn|ovid 
by a greater numUr of human Ik mgs, that Adam Smith sup 
ports the preferinie of that unplovimnt of iapit.il wlmh give* 
motion to the greatest <|iianlitvof industry, hut < vpri sdv on the 
ground of its ineri using the (lower of th* lountiv , 1 for h< x«v s 
that “ the riches and. vi far as power d* |>< '"is u|>on ri< In s, Ihe 
power of every country muit alwavs Ik- in piojKirtion to the value 
of its annual produce, the fund from whuh all t»x<-> must 
ultimately Ik paid." It must. Howes<r. Ik- obvious that llie 
power of (laying taxes is in proportion !<• tin- mi. and not in 
proportion to the gross. revenu<. 

In the distribution of emplovmcnts amongst all ‘ountrics, the 
capital of poorer nations will In- naturally r mplosrd in linen: 
pursuits wherein a great quantity ol lat*>ur is supfiortcd at 
home, because in such countriis the I'kkI and n< < ex varies for 
an increasing population r.-ui Ik most easily promred In tv h 
countries, on the lontrary, where I'kkJ is dear. lapital will 
naturally flow, when trade is free, into those <x‘ upatu.n* wherein 

* M. Sar has UHally miMimlrrstfwid me in »<>r tk«w»* iti»( t h»v» oin. 
stderrd a* nothing Ibe h«pf>w« of so non) hutii»n t-onr* * Ua»« th* 
Uil Mjttetrnllr shows Ilul 1 was fntininr my r**narV* to 11 k fwrtKitW 
grounds on which Adam South bad rested it. 
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thousand pounds and a proportional quantity of labour wiB be 
employed by the two countries. Suppose now that England 
discovers that she can import more linen from Germany for the 
silks which she before exported to Scotland, and that Scotland 
discovers that she can obtain more silks Irom France in rrtum 
for her linen than she before obtained from England, will not 
England and Scotland immediately cease trailing with each 
other, and will not the home trade of consumption !«■ (hanged 
for a foreign trade of consumption? Hut although too addi¬ 
tional capitals will enter into this trade, the tapita) of Germany 
and that of France, will not the same amount ol Stoti h and of 
English capital continue to be emplovul, and will it not give 
motion to the same quantity ol industty as alien it was engaged 
in the home trade? 



CHAPTER XXVII 


ON CURRENCY AND BANKS 

So much has already been written on currency that of those 
who give their attention to such subjects none but the prejudiced 
are ignorant of its true principles. I shall, therefore, take only 
a brief survry of some of the general laws which regulate its 
quantity and value. 

Gold and silver, like all other commodities, are valuable only 
in proportion to the quantity of lalwur necessary to produce 
them and bring them to market. Gold is about fifteen times 
dearer than silver, not because there is a greater demand for it, 
nor because the supply of silver is fifteen times greater than 
that of gold, but solely because fifteen times the quantity of 
lalxmr is necessary to procure a given quantity of it. 

The quantity of money that can lie employed in a country 
must depend on its value: if gold alone were employed for the 
circulation of lommnditics, a quantity would lx required one 
fifteenth only of what would lx necessary if silver were made 
use of for the same purpose. 

A circulation can never lx so abundant as to overflow; for by 
diminishing its value in the same proportion you will increase 
its quantity, ami by increasing its value, diminish its quantity. 

While the state coins money, ami diarges no seignorage, 
money will lx of the same value as any other piece of the same 
metal of equal weight and fineness: but if the state charges a 
seignorage for coinage, the coined piece of money will generally 
exceed the value of the uncoined piece of metal by the whole 
seignorage charged, because it will require a greater quantity 
of labour, or, which is the same thing, the value of the produce 
of a greater quantity of Lilmur, to procure it. 

While the state alone coins, there can be no limit to this 
charge of seignorage; for by limiting the quantity of coin, it 
can lx raised to any conceivable value. 

It is on this principle that paper money circulates: the whole 
charge for piper money may be considered as seignorage. 
Though it has no intrinsic, value, yet, by limiting its quantity, 
its value in exchange is as great as an equal denomination of 
jj8 
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coin or of bullion in that coin. On the same pencil,le. h» 
muncly, by a limitation of its quantity, a debased cum would 
circulate at the value it should hear if it were of the legal w eight 
and fineness, and not at the value of the quantity of metal 
which it actually contained. In the history of the Itritish 
coinage we find accordingly, that the currency w never 
depreciated in the same proportion that it vs.es d.-l wised ■ tl«. 
reason of which was. tlvat it never was Increased ( , !uulU ' tv m 
proportion to its diminished mirinsic value.* 

There is no'(mint more iitqx. riant in issuing pajH-r money 
than to be fully impressed with tfic effects wl„,h follow from 
principle of limitation of quanutv It will scanely lie 
liclievcd fifty years hence that bank d.rn tors *m] minister, 
gravely contended in our turn s. U,th in Parliament and iwh.re 
committees of Parliament, that the issues of notes by ihr Hank 
of hngiand, unchecked by any power in the holders ol <udi 
notes to demand in exchange either s| K ,ir or bullion, luoI not. 
nor could have, any effect on the pm of commodities, bullion 
or foreign exchanges. 

After the establishment of I winks, the slate has not (he wile 
power of coining or issuing money. The < urn-m v may as eflrc 
tuallv tie increase!I by |mj* r as by coin; v> that il a slate were 
to dclwue its money, and limit its quantity, it mold not Mip|«irt 
its value, because the Iwmks would have an equal j/uwer of 
adding to the whole quantity of nrcnlation. 

On these prineiples. it will lie seen that it is not nr, rss*ry 
that paficr money should Ik* |iayable in sj»c* ie to secure its value; 
it is only necessary that its quantity should lie regulated armrd- 
mg to the value of the metal « hu h is d<< lured to l«r the standard. 
If the standard were gold of a given weight ami fineness. |wqicr 
might lie increased with every fall in ihe value of gold. or. winch 
is the some thing in its cffrcls, with every n»e m the once of 
goods. 


„ " Ry *«uing too great a quantity of paper." mv* Dr, Smith, 
‘ of whieh the excess was continually reluming in order to I* 
exchanged for gold and silver, the Hank of Kngland was, for 
many years together, obliged to com gold to the extent of 
between eight hundred thousand pounds ami a million a year, 
or, at an average, about eight hundred and fifty thousand' 
pounds. For this great coinage, the Hank, in consequence of 
the worn and degraded stale into which the gold com had 


is 
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a few years ago, was frequently obliged to purchase bullion at 
the high price of four pounds an ounce, which it soon after 
issued in coin at £3 17 s. 1 o\d. an ounce, losing in this manner 
between two an<l a half anti three [>cr cent, upon the coinage of 
*0 very large a stun. Though the Bank, therefore, pate I no 
seignorage, though the government was properly at the expen-c 
of the coinage, this liberality of government did not prevent 
altogether the cxjiensc of the Bank.” 

Oil the principle above stated, it appears to me most char 
that by not re issuing the pa|K*r thus brought in, the value m 
the whole currency, of the degraded as well as the new gold 
coin, would have been raised, when all demands on the Bank 
would have ceased. 

Mr. Buchanan, however, is not of this opinion, for he sat' 
“ that the great ex|Hiise to which the Bank was at this time 
excised was occasioned, not as Dr. Smith seems to imagine, In 
an imprudent issue of paper, hut by the dclxLsed state of the 
currency and the consequent high price of bullion. The Bank, 
it will be observed, having no other way of procuring guineas 
but by sending bullion to the Mint to be coined, was alwuvs 
forced to issue new coined guineas in exchange for its returned 
notes; and when the currency was generally deficient in weight, 
anti the price ol bullion high in pro|mrtion, it lireamc profitable 
to draw these heavy guineas from the bank in exchange for its 
paper, to convert them into bullion, and to sell them with a 
profit for Bank paper, to be again returned to the Bank (or a 
new supply of guineas, which were again melted and sold. To 
this drain of <>|>eric the Bank must always l>e exposed while the 
currency is deficient in weight, as lx>th an easy and a certain 
profit then arises from the constant interchange of paper for 
•prcic. It may lie remarked, however, that to whatever incon¬ 
venience and ex|»ense the Bank was then exposed bv the drain 
of its specie, it never was imagined necessary to rescind the 
obligation to pay money lor its notes." 

Mr. Buchanan evidently thinks that the whole currency must 
necessarily lx' brought down to the level of the value of the 
delaiscd pieces; but surely, by a diminution of the quantity of 
the currency, the whole that remains can be elevated to the 
value of the best pieces. 

Dr. Smith ap|x'.irs to have forgotten his own principle in his 
•igument on colony currency. Instead of ascribing the depre¬ 
ciation of that jvaper to its too great abundance, lie asks whether, 
allowing the colony security to be perfectly good, a hundred 
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pounds, payable fifteen year- lunev. would t* cpiallv valuable 
with a hundred |xmnds to lie p.ud nnnudiatrh J J , m - Mrr 
if it fie not too abundant. 

KttjHTience. however, slums that neither a stair nor a lunk 
ever hase had the unrestricted power >>t h-jm; ].a;*r ni.nrs 
without abu-mg that power; in all m it, then f. n . tb> i-vje 
t>f (Ujier money ought to !*• under -..me . htt k and < d and 
none seems so proper for that purpose a- t- at of • ting the 
>"U«r< of |yi|x-r nmnev to the ohhgitn.n ,,| juvu.g tin lr notes 
either in gold coin or htillioii 

I" To mv” re the public. 1 .cgiin.t an- otlur var it'MJss in the 
value of * urretiev thou th o.e !.. w’u. i the tandard Use It i> 
Mlhjt et. and. at the -anic 1 1..ic t. - . .* r s <»u tl,r . it* aiat ion w ith 
a tiled.util the le.iM e\|H nsivr n t>- attain the in. ■ t ja tic. t Male 
to win. ii a eurrein \ can la- I r.m mt. a-J we s'.. :)d |*o -e-,% all 
these adv anta n s le, mi)i|c.' ng t; it.’’., to to. .j<ii\erv of 

uneoinecl g ild or silver at the Mint Mai date! a; .1 |>r..e, in c s- 

rhange f..r tiu ir noli . instead of th< n. hvrrv gome as l.s 

which mean- p.i[wr would non lal! 1 >•. a i!,. \alur bullion 
without being followed !■’. a ndu. t' u >.f it. cntits {*., 

prevent the r. e tif paj" r aieve tin \ doc of I.■.i', m the- Hank 

.honld N* also oblige d to go* ir p.t| I ' m es. !.an, . |.| t.uidard 
gold at the price of l \ iy r Not to give l<«. much 

trouble to the Hunk. ti . .gTv.tg. o| gold to !*o dsnicncjed in 
c'change for |>ajwr at tin Mm! pro. >d J ; i; i , or the 
cpiantit v to Ik- .dd to the Hank at l \ i;c . •!,. ..Id mur l-r Ic 

than twenty ounce.. In olio r w. rd>. tf.e if..: k. ■>,.« dd lie 

obligee| 1., purchase anv cp:.»ut •' 1 ! g- !<l (l it w.r. n'lm.l the m, 

not ie-- than twi ntv cm:,. < . at i ; i; • ! ; • r oun< r <1 to tII 
arty rpi.uititv that might be demand..; q ip i l,; While 
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there is no [><«- able in<. .n\ en ■ i 11 : (.at « •... Id r< 'ult tc. them lr>.rn 
stirh it regulation. 
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actions in bullion would be very few in number, if the Bank 
regulated their loans and issues of paper by the criterion which 
1 have so often mentioned, namely, the price of standard 
bullion, without attending to the absolute quantity of paper 
in circulation. 

" The object which I have in view would be in a great measure 
attained if the Bank were obliged to deliver uncoined bullion, 
in exchange for their notes, at the Mint price and standard, 
though they were not under the necessity of purchasing any 
quantity of bullion offered them at the prices to be fixed, par¬ 
ticularly if the Mint were to continue open to the public for the 
coinage of money; for that regulation is merely suggested to 
prevent the value of money from varying from the value of 
bullion more than the trifling difference between the prices 
at which the Hank should buy and sell, and which would be 
an approximation to that uniformity in its value which is 
acknowledged to l>e so desirable. 

'* If the Hank capriciously limited the quantity of their paper 
they would raise its value, and gold might apjicar to fall below 
the limits at which I propose the Hank should purchase. Gold, 
in that case, might l>c carried to the Mint, and the money 
returned from thence, living added to the circulation, would have 
the effect of lowering its value, and making it again conform to 
the standard; but it would neither l>c done so safely, so economi¬ 
cally. nor so expeditiously as by the means which 1 have pro¬ 
posed, against which the Hank can have no objection to offer, 
as it is for their interest to furnish the circulation with paper 
rather than oblige others to furnish it with coin. 

" Under such a system, and with a currency so regulated, the 
bank would never lie liable to any embarrassments whatever, 
excepting on those extraordinary occasions when a general panic 
seizes the country, anil when every one is desirous of possessing 
the precious metals as the most convenient mode of realising or 
concealing his property. Against such panics banks have no 
security on any system ; from their very naturr they arc subject 
to them, as at no time can there be in a bank, or in a country, 
so much specie or liulhon as the moneyed individuals of such 
country have a right to demand. Should every man withdraw 
his balance from his banker on the same day. many times the 
quantity of bank notes now in circulation would be insufficient 
to ansftcr such a demand. A panic of this kind was the cause 
of the crisis in 1707; and not. as has been supposed, the large 
advances which the Hank had then made to government. Neither 
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the Bulk nor government were at that time to Name; it was 
the contagion of the unfounded fear* of the timid part of the 
community which occasioned the run on the Bank, and it would 
equally have taken place if they had not made any advances to 
government and had possessed twice their present capital. 
If the Bank had continued paying in cash, pmluNy the panic 
would have subsided before their coin had been exhausted. 

“ With the known opinion of the Bank directors as to Uie rule 
for Issuing paper money, they may lie -aid to havr csncised 
their powers without any great indiscretion. It i» evident that 
they have followed their own principle with r\tt«me caution. 
In the present state of the law, they have the p>wrr, without 
any control whatever, of increasing or miming the emulation 
in any degree they may think proper; a |K»wer whiih should 
neither be entrusted to the slate it-df, nor to amlcody m it, as 
there can be no security for the uniformity in the value of the 
currency when its augmentation or diminution depends solely 
on the will of the issuers. Iliut the Bank lia\e the power of 
reducing the circulation to the very narrowest limits will not 
be denied, even by those whoagr-e m opinion with the directors 
that they have not the power of adding indefinitely to it* quan¬ 
tity. Though I am fully assured that it is both against the 
interest and the wish of the Bank to exercise llu* |mwer to the 
detriment of the public, yet, when I contemplate the evil con¬ 
sequences which might ensue fr-un a suddi n and gt'at reduction 
of the circulation, as well as from a gtrat addition to it, I cannot 
but deprecate the facility with which the stite has armed the 
Bank with so formidable a prerogative. 

“ The inconvenience to wlmh country hanks were »uhjr< tecj 
before the restriction on cash payrnc nts must at time* have 
l>c«n very great. At all periods of alarm, or of e,\j*rc tr«f alarm, 
they must have been under the necessity of providing them¬ 
selves with guineas, that they might !>e prepared (or » very 
exigency which might occur. Guinea*. <>n these occasions, were 
obtained at the Bank in exchange for th*- larger note*, and were 
conveyed by some conficlcnti.il cxjkivm: And fi*k, to 

the country bank. After performing the nfh<»* to which they 
were destined, they found their way again to I/<ndon, and in 
all probability were again MjiM in thr Hank, pnjvwKu tb^y nwd 
not suffered such a loss of weight as to reduce them below tlie 

legal standard. . ... 

“ || the plan now proposed of paving bank note* m million 
be adopted, it would be necessary cither to extend the saiM 
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privilege to country banks, or to make bank notes a legal tender, 
in whii h latter case there would be no alteration in the Uw 
respecting country banks, as they would lx- required, precisely 
as they now are, to pay their notes when demanded in Bank 
of England notes. 

“ The saving which would take place from not submitting the 
guineas to the loss of weight from the friction which they must 
undergo in their repeated journeys, its well as of the expenses of 
conveyance, would be considerable; but by far the greatest 
advantage would result from the |x*rmanent supply of the country 
os well us of the London circulation, as far as the smaller pay¬ 
ments arc concerned, being provided in the very cheap medium 
paper, instead of the vary valuable medium, gold; thereby 
enabling the country to derive all the profit which may be 
obtained by the produi live employment of a capital to that 
amount. We should surely not be justified m rejecting so 
derided a benefit unless some specific inconvenience could lx 
pointed out as likely to follow from adopting the cheaper 
medium."] 

A currency is in its most perfect state when it consists wholly 
of pajxr money, but of paper money of an equal value with the 
gold which it professes to represent. The use of paper instead 
of gold substitutes the cheapest in plait* of the most expensive 
medium, and enables the country, without loss to any individual, 
to exchange nil the gold which it Indore used for this purpose 
for raw materials, utensils, and food; bv the use of which both 
its wraith and its enjoyments are im reused. 

In a national point of view, it is of no importance whether the 
Issuers of this well regulated paper money lx the government 
or a l>ank, it will, on the whole, be equally productive of rn hes 
whether it be issued by one or by the other; but it is not so 
with nspett to the interest of individuals. In a country where 
the market rate of interest is 7 per cent., and where the state 
requires for a particular expense £70.000 per annum, it is a 
question of importance to the individuals of that country 
whether they must lx taxed to pay this £70,000 per annum, or 
whether they could raise it without taxes. Suppose that a 
million of money should be required to fit out an expedition, 
if the state issued a million of paper and displaced a million of 
coin, the expedition would lx fitted out without any charge to 
the people; but if a hank issued a million of paper, and lent it 
to government at 7 per cent., thereby displacing a million of 
coin, the country* would be charged with a continual tax of 
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(70.000 per annum: the people would pay the tax. the lank 
nould receive it, and the society would m oihrr case be as 
wealthy as before; the expedition would have Iw-cn really fitted 
out by the improvement of our system, by rendenng rapital of 
the value of a million productive in the form of commodities 
instead of letting it remain unproductive in the form of min; 
but the advantage would alwass Ik- in favour of the i«;iciv of 
paper; and as the state represents the j«s>ple. the |«np|e would 
have saved the tax it they, and not the lank, had foil'd this 
million. 

I have already observed that if there were j* r'.c t security 
that the power of Issuing paper money would n o I* abused, it 
would lie of no importance with respo t to the rn Iks of the 
country rollertivelv by whom it was issued, ami I have now 
shown that the public would have a dire t ini'iist that the 
issuers should l»e the state, and not a <>imp.tnv of mit<|i.oits or 
tankers. The danger, how mi. is that tins (enter would lx* 
more likely to Ik- abus'd if in the hands of gmrrnuu nt than if 
in the hands of a banking rompanv. A company would, it is 
said, he more under the control of law, and although it might 
Ik- their interest to extend their issues Ik send the Umnd» of 
discretion, they would Ik- limit'd and click'd by the [tower 
which indisidw.tls would have of railing for bullion or *|»cie. 
It is argued that the same rhe-k would not Ik- long irspr. tc| 
if government hail the privilege of i-suing money; that (lev 
would be too apt to uin-idtr prewnt o.immove r.ttlxr than 
future securitv, and might, therefore, on tin all' g"! gioond* of 
exfiedien'v, lie tcK> mm h imlimd to remove the < licks by 
which the amount of their issurs was control!- d. 

finder on arbitrary government this < 4 <j" ic-n would have 
gTeat force; !>ut in a free country, with an imigbi'txd l<g-s 
lature, the power of issuing pajK* tm-my, under the rcpuute 
<hecks of convertibility at the will of the holder, might be 
safely lodged m the hands of commissioners appointed for that 
Special purpose, and they might lie made totally indcjKiid nt 
of the control rd ministers. 

The sinking fund is managed by rommissionm rmponsible 
only to Parliament, and the tnsrummt of the money entrust") 
to their charge proceed* with the utmost regularity; what 
reason can there be to doubt that the issues of paper money 
might be regulated with crjual fidelity, if placed under similar 
management? 

It may be said that although the advantage accruing to the 
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state, and, therefore, to the public, from issuing paper monev 
is sulli< h otlv manifest, as 11 would exchange .1 {wirtion of the 
national debt, on which intcri.st is paid bv the public, into a 
debt bearing no interest: yet it would be disadvantageous to 
commerce, as it would prelude the men bants (rom borrowing 
money ami getting th< ir bills discounted, the method in which 
hank paper is partlv issu'd 

Tills, however, is to siipp< s< that money could not be Imr- 
rowul i( the Hank did not lend it. and that the marki t rate ol 
inter' st and profit d>p>nds on the amount ol the issms ol 
monev and on tin ihanml through whan it is issu'd. 1 ’ut as 
a country would have no d te cm v of i|oih, "t wine, or anv 
other lomino'litv, if tin v bad tin On ails of pa< mg for It. in tin 
same manner neither would tin re he any di !n n ncy of money 
t" In - but if the b ii rowers off'ri d good si.iiritv and were 
willing to pav the market rate of int> rest for it. 

In another part of this w >rk I have eraii avonn d to show 
that the real \alite of a ("mriioditv is regulated, not bv the 
(Kililental advantages will'll Hiav be ciljoved bv some of it, 
pioiftiicr., but bv tin' real dilinultus rncounti ri d l>y that 
producer who is lea t tavoured It is so witfi r< jilt to tin 
interest ! >r monev it is not regulat'd bv tb. i.itc at wlm b the 
Imnk w ill lend, win tber it lx 1 c, j, or t per cent , but bv the rate 
of prntits wbieb 1 an be made bv the empbn mi nt of 1ap1t.1l, and 
which is tntallv mdi p< ndent of the ipiantit v or of the value ol 
Htnnrv. Win tin r a bank lent one niulion, tin million, or a 
htindri d millions, tlicv would not pi'mam e.tlv alter tire marki t 
rate of llltrti >t , thev Would altii ojilv tl- V aluc of the mom ’ 
w Im b tlu-v tbu . 1, an d In mu 1 an-, ten >r t .v< nt v t, • s« 

monev might be rnjuind to iam on the same business than 
what might be rri|uitei| in die "ti ,r flit ap:d.< at ions to the 
bank for monev thin, d'peml on the comparison between 1 h« 
rate of profits that mav be made bv the rmpi merit of it ani 
the rate at wlm it thev are willing *o lend it It tnev rh.,rgr b -s 
than the market rate of intirest. tin re 1. no amount monev 
which thev might not lend >1 thev «I, irge more t: an that 
rate none but '(H-mltbritts and prodigals won! ! be lonnd to 
Imrrow of tltrm Ur aceordim. iv find that when the market 
rate of interest rxeeids the rate of * perient ,t; which the Hank 
unifornilv tend, the di-munl otner is Nstged with apple anis 
for nioneT; and. on the eontrarv when the market rate !s even 
trtnporanlv tirnhr 5 per cent . the eUrk' of that other have no 
cmplovmcnt. 
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The re-tson, then, whv h.r the l.i-t twents \<ars the It.ink is 
>.ml to base tjiven v> much .ml t.- uotmih bs a-srun.; the 
merchants with mutes. is Ihc.iu'c ti.es law , ti.iin that win»Jr 
lieriixJ, lent mmut l«lnc the market r.ite of intt-i r Ulovs 
lltat rale at whu h the tn< !■ hauls t . mi ;.asc !•• • r j. »ni i e. w here, 
hut I cunIe>s that to me • !ii» -ei nr tat)a r an • ! n. : ■ n !.. ti c it 
est.il.lislmierit than an at.;.intent in l.m ur ut i; 
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same amount in-iney ra . I' :< :st. r»**t .>!«." - at t |<et eent , 
tni|ee<l, a rate fixes! bv lavs vs.vr, t< It r,, , t.t l<e iralrt the 
market rate, hut at <>. •. <■: s p*r r.nt , thr rr'ilt <■! the lair 
rnmjietttirvn in the market latnimi tl.c lemh r» ami the 
Imrr .vsers 
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Adam Smith speaks of the advantages derived by merchants 
from the superiority of the Scotch mode of affording accom¬ 
modation to trade over the English mode, by means of cash 
accounts. These cash accounts are credits given by the Scotch 
flanker to his customers, in addition to the bills which he dis¬ 
counts for them; but as the lianker, in proportion as he advances 
money and sends it into circulation m one way, is debarred from 
issuing so much in the other, it is difficult to perceive in what 
the advantage consists. If the whole circulation will bear only 
one million of paper, one million only will be circulated; and it 
can l*e of no real importance cither to the banker or merchant 
whether the whole lie issued in discounting bills, or a part be so 
issued, ami the remainder lie issued by means of these cash 
accounts. 

It may (icrhaps l>c necessary to say a few words on the subject 
of the two metals, gold and silver, which are employed in 
currency, particularly as this question appears to perplex, in 
many people's minds, the plain and simple principles of cur¬ 
rency. “ fn England,” says Dr, Smith, " gold was not con¬ 
sidered as a legal tender for a long time after it was coined into 
money. The proportion Ixrtween the values of gold and silver 
money was not fixed by any public law or proelamation, but was 
left to be settled by the market. If a debtor offered payment 
in gold, the creditor might either reject such payment alto 
gethcr, or accept of it at such a valuation of the gold as he and 
his debtor could agree upon.” 

In this state of things it is evident that a guinea might some¬ 
times pass for sss. or more, and sometimes for i8t. or less, 
depending entirely on the alteration in the relative market 
value of gold and silver. All the variations, too, in the value 
of gold, as well as in the value of silver, would lie rated in the 
£old coin—it would appear as if silver was invariable, and as 
if gold only was subject to rise and fall. Thus, although a guinea 
passed for au. instead of i8s., gold might not have varied in 
value; the variation might have been wholly confined to the 
silver, and therefore ass. might have been of no more value than 
18s. were before. And, on the contrary, the whole variation 
might have been in the gold; a guinea which was worth 1&1. 
might have risen to the value of ass. 

If, now, we suppose this silver currency to be debased by 
clipping,.and also increased in quantity, a guinea might pass 
(or jos .; for the silver in jos. of such debased money might be 
of no more value than the gold in one guinea. By restoring the 
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silver currency to its Hint value, silver monev would rise; hut 
it would appear as if gold fell, for a guinea would jm>l«bly 1* 
of no more value than at of such good shilling*. 

If now gold be also made a legal tender, and rwry <lebtor lie 
at liberty to discharge a debt by the piymem ol 410 shillings, 
or twenty guineas for even' £n that hr owes, lie will j»v in one 
or the other according as he can most cheaply disclutrge his 
debt. If with five quarters of wheat lie can procure as mush 
gold bullion as the Mint will coin into twenty guineas, and lor 
the same wheat as much silver bullion as the Mint will coin (or 
him into 430 shillings, he will prefer | laving m silver, I Krause 
he would lie a gainer of ten shillings |»y s<> pus mg his debt. Hut 
if, on tht contrary, he could obtain with this wheat as much 
gold as would he coined into twenty guineas and a half, and as 
much silver only as would coin into |.v> shillinghe would 
naturally prefer (giving his debt in gold. If the quantity of 
gold which he could procure could In- coii:rd only into twenty- 
guineas, and the quantity of silver into 4*0 shilling's, it would 
tie a matter of (x-rfcct indilfcrence to him in which money, 
silver or gold, it was tluit hr paid Ins debt. It n not, then, a 
matter of ihance; it is not I Krause gold is Utur titled for 
earning on the circulation of a nth muntrv that gold is ever 
preferred for the purpose of (xiMitg debts, but simply In-cause 
it is tlie interest of tlic debtor so to |uv them. 

iHtring a long (icriocl previous to 1 ■<>'. the sear of the restric¬ 
tion on the Hank jiavments in coin, gold was so»heap, compared 
with silser, that it suited the Hank of I ngland, and all < (her 
debtors, to purchase gold in the market, and not *iKrr, for the 
purjxiso of carrying it to the Mint to I*- coined, as they rould in 
that comes! metal more cheaply diu harge their debts. 'Hie 
silver currency was. during a great of this (irttod. very 
much debased; hut it existed in a drgrec of u ar<tty, and 
therefore, on the principle which 1 liav<- l>f foie explained, it 
never sunk in its current value. Though vi debased, it was 
still the interest of debtors to |»ay in the gold nun. If, indeed, 
tlie quantity of this dclsesed silver coin had l«-rn enomumsly 
great, or if die Mint had issued such drltawd pieces, it might 
have been die interest of debtors to |av in du* delwsed 
money; but its quantity was limited, and it no lamed in value, 
and, dienrfore, gold was in practice the real standard of 
Currency. 

That it was so is nowhere denied; but it has been contended 
that it was made so by the taw, which d<< tired that silver should 
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not be • legal tender (or any debt exceeding £35, unless by 
weight, according to the Mint standard. 

But this law did not prevent any debtor from paying his debt, 
however large its amount, in silver currency fresh from the 
Mint; that the debtor did not pay in this metal was not a 
matter of chance nor a matter of compulsion, but wholly the 
effect of choice; it did not suit him to take silver to the Mint, 
it did suit him to take gold thither. It is probable that if the 
quantity of this debased silver in circulation had been enor¬ 
mously great, and also a legal tender, that a guinea would have 
been again worth thirty shillings; but it would have been the 
debased shilling that would have fallen in value, and not the 
guinea that had risen. 

It appears, then, that whilst each of the two metals was 
equally a legal tender for debts of any amount, we were subject 
to a constant change in the principal standard measure of value. 
It would sometimes be g»ld, sometimes silver, depending 
entirely on the variations in the relative value of the two metals; 
and at such times the metal which was not the standard would 
be melted and withdrawn (rom circulation, as its value would 
be greater in bullion than in coin. This was an inconvenience 
which it was highly desirable should be remedied; but so slow 
is the progress of improvement that, although it had been 
unanswerably demonstrated hv Mr. l,ocke, and had t*ccn 
noticed by all writers on the subject of money since his day, 
a better system was never adopted till the session of Parliament 
1816, when it was enacted that gold only should be a legal 
tender for any sum exceeding forty shillings. 

Dr. Smith does not appear to have licen quite aware of the 
effect of employing two metals as currency, and both a legal 
tender for debts of any amount; for he says that " in reality, 
during the continuance of any one regulated proportion between 
the respective values of the different metals in coin, the value 
of the most precious metal regulates the value of the whole coin." 
Because gold was in his day the medium in which it suited 
debtors to pay their debts, he thought that it had some inherent 
quality by which it did then, and always would, regulate the 
value of silver coin. 

Chi the reformation of the gold coin in 1774, a new guinea 
fresh from the Mint would exchange for only twenty-one debased 
shillings; but in the reign of King William, when the silver 
coin was in precisely the same condition, a guinea also new and 
fresh from the Mint would exchange for thirty shillings. On 
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th» Mr. Buchanan observes, « here, then, it a roost 
bet, of .which the common theories of currency offer no account; 
the guinea exchanging at one time for thirty (hilling*, its 
intrinsic worth in a debased silvrr currency, and afterwards the 
same guinea exchanged for only twenty-one of thaw debased 
shillings. It is dear that some great change must have utter* 
vened in the state of the currency between these two different 
periods, of which Dr. Smith's hypothesis offers no explanation.'’ 

It appears to me that the difficulty may be very simply solved 
by r eferring this different state of the value of the guinea at the 
two periods mentioned to the different fuaniiiifi of debated 
sflver currency in circulation. In King Williams reign gold 
was not a legal tender; it passed only at a conventional value. 
All the large payments were probably made in silver, partial* 
larly as {taper currency and the operations of (tanking were then 
little understood. The quantity of this deltas**] silver ntonry 
exceeded the quantity of silver money which would have been 
maintained in circulation if nothing but undented money had 
been in use; and, consequently, it was depreciated as well as 
debased. But in the succeeding period, when gold was a legal 
tender, when bank notes also were used in efff*ting payments, 
the quantity of debased silver money did not exceed the quantity 
of silver coin fresh from the Mint whith would Itavc circulated 
if there had been no debased silver money; heme, though the 
money was debased it was not depreciated. Mr. Buchanan's 
explanation is somewhat different, he thinks that a subsidiary 
currency is not liable to depreciation, but that the main currency 
is. In King William's reign silver was the main currency, 
and hence was liable to depreciation. In 1774 it was a sub¬ 
sidiary currency, and, therefore, maintained its value. Depre¬ 
ciation, however, does not depend on a currency being the 
subsidiary or the main currency, it depends wholly on its being 
in excess of quantity. 1 

1 It has lately bom contended In I'nlutwnl by loot Uwknhk Out, 
With I be exist my Mint regulation, the llar.li mold not p»» ISHr notes la 
t|wlt, became the relative value of the ten metals It such that II wwU 
be kar lb* intern* of ail debtors to (>ay their debts with stiver sad not 
with (old cob*, while the law pm 4 power 10 ail tb* a editors of the 
Bank to demand gold In exehanee for Bank notes. This fold, hit kxdsbip 
thinks, could be pnStiMr exported, and if tn, be contends that the Bank, 
to ben a supply, will be obliged to buy k'M constantly a* a premium 
sod tea it at par. If every other debtor n«ikl pay in silver. Inns Lauder¬ 
dale would be right; but be cannot do to if bn debt e treed 40c This, 
then, wwM limit the amount of stiver coin in circulation <if p wnwm l 
had net funned to itself the power to stop the coinage of that metal 
wbtmmr they might think it expedient); because if ton much wlvs* wars 
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To a moderate seignorage on the coinage of money there 
cannot he much objection, particularly on that currency which 
is to effect the smalli r payments. Money is generally enhanced 
in value to the full amount of the seignorage, and, therefore, it 
is a tax which in no way affects those who pay it, while the 
quantity of money is not in excess. It must, however, be 
remarked that in a country where a paper currency is estab¬ 
lished, although the issuers of mu h paper should he liable to 
pay it in speiic on the demand of the holder, still, both their 
notes and the coin might lie d< pri Mated to the lull amount n( 
the seignorage on that coin, ahull is alone the legal tender, 
Indore the < link, which limits the circulation of paper, would 
operate. If the seignorage of gold coin were 5 per cent, for 
instance, the currency, hv an abundant issue of hank notis. 
might be really cleprec iated 5 per cent. Indore it would be the 
interest ol the holders to demand coin for the purpose of melting 
it into bullion; a depreciation to which we should never be 
exposed if cither there was no seignorage on the gold coin or, 
if u seignorage were allowed, the holders of bank notes might 
demand bullion, and not coin, in exchange for them, at the 
Mint price of {.t 171. 10 }-/. I'nliss. then, the flank should Ik- 
obliged to pav their notes in bullion or com, at the will of the 
holder, the late law win. It allows a seignorage of <> pc r ce nt., or 
fourpence per 11/. , on the silver com, hut who li dire c ts that gold 
shall lie coined by the Mint without any c harge whatever, is 
perhaps the- most proper, as it will most effectually prevent any 
unneerssarv variation ol the currency. 

cojtietl it moult! ‘■ink m r*h»tivr value to and no rnm accept it 

in pavnu nt (or a l>t rviMlinc \*\s t uul*s-» .\ rompiUMh mi wrr** 

il< li»w»*r valut* to pav » itrbt o( £ioo, too vnt rrijrnv or bwk not* v 
to thr amount »t mould t*. tut ( to* in s v*r r.-tn miithi 

N’ frrtuirrcl i( their w»t?* l<“* tnurli ^itv«• in r$r« olation l tv are, thru, 
tmo chffkv a^ain^t an r\c*vsivr tpianhtv »>f Mt\»r r«un. tir»t. thr dirrft 
check win* h Kovrrnuu nt mi\ at anv tune mtrrpovr t»* prev*«t nv*n* fr»»m 
brinit coltu tl; «rrotntU, u«* motive- <.( niter* xf m»»i|M 'r t.l anv our to take 
*llvrf to thr Mini, it hr muht do <*\ (*'f i( it were Cuuicd, it m«/u. 1 nut pavt 
curmil at it* Xiiut hut only at it* mark, t vatoa 
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OV THE rowrsRATIVK VM I K <■» ..ul.lt, ions, (Vli I IHolH 
IN HUM AN It IxioH (Ml Stmts 

‘'('.nut anil silver, like .ill ..liter • ornnn.,! ins." save \d.tm 
Smith. “ naturallv seek the mark, t «).. r. tin best ptnr is ^it.ii 
for them; ami the l»st ]>it< >• is <.-miu..i.l-. ijix.ii tor exer\t!„in> 
in the e.iuntrv xxhih .an l«st allurd it I .dour. it must Itr 
remeinlter. <1. is the uitim.it. |>r i.. »lu<), i- ; >.u. 1 lot .srixthinp, 
ami in uiuntries "her.- l.iK.ur i. < .pulls «.!! r< ward'd the 
muncv (true .>1 l.iU-ur «iil Ik- in ptopoitioii i.< that .1 lh. miIi 
M stener of the l.rl*»>ur< r. Ittlt d*J and nlur Mill nutuiallv 
ex. h.inp. (<ir a |tr. at. r <|Uantit\ "i 'ti!.!.,.>l. m . m a lull than m 
a fex.r omntry. in a .ountrs win-!, a!-. i.n.K v.ith Mihsisl.n.r, 
tli.in in one uiin h is tun in.hil. r> nth s'.(|t|ihi d with it 

Itiil corn is a . iiirmn sht\. as »<H p.ud. iH<r, «n.| other 
Unrips; ll all . • .ni Ilf »1111- s. lii.rilon. liav < a lnyh . \>l..m, , ‘.ihlr 
xaltie in a rnh • mintrs. * orn must n t i.i ivp'ed. and h'ti.e 
we rnipht < »rr> < tl\ s. t v that mtii > e.h.myd lor a pr.al d>al . >1 
motley lie. atise It was d'.ir. and that m in \, t «>. rv halv'd 
l"r a pr> at deal of ««m If. .ms. lli.it also was d< at. will. Ii is to 
assert that . «>rn is .1. ar and < hraji at tie suite time. No point 
mpolui'.il nuiiMiiiy . .in lie h-11< r est.iMoh.d than that a rnh 
Oiiinm is presented (r.ifn tn< rea'iny in ;•-hre n. in tie some 
ratioa.sa jxHir rmintrs. I>\ tin ptoyr. is. ditlunits ■>) pfoxiduip 
f< mm 1. That ilitli* ultv rnnst n<er».xarilx raise tin nl.itise pn.e 
<>( food and yise en. onlay m.nt to u importation. How th< n 
can mnnex, .>r pol.l and silsrr. • '<hau,-' lor more .orn m ruh, 
than m por,...untru>' It i' only in r....arritn. s, wlurr .orn 
is d.ar, that landhold<rs mdu<< tin !• t • latur-' toprolnl.il the 
im|>or tat ion of .orn, Who .or h<ard "! a law to present llie 
im[x>rt.ition of raw prohue in Anwm a or Poland' Nature 
has efl. rurally prelud'd its imputation hi the loroparatlve 
farilitv ot us produ.tion in thos«. .o>jntri'». 

How, then. <an it Ik- tru< that.’ d s ,n < x.rpt <om. and such 
other vegetables as arc raised alloy tier h> human industry, 
all other sorts ol rude produre <attle, pantry, pamr of all 
kinds, the useful fossils ami minerals of the earth, ett ., naturally 

2 53 



254 Political Economy 

grow dearer as the society advances.” Why should com and 
vegetables alone be excepted? Dr. Smith’s error, throughout 
his whole work, lies in supposing that the value of com is 
constant; that though the value of all other things may, the 
value of c >rn never can, be raised. Com, according to him, 
is always of the same value, because it will always feed the same 
number of people. In the same manner, it might lie said that 
doth is always of the same value, because it will always make 
the same number of (oats. What can value have to do with 
the power of feeding and clothing? 

( orn, like every other commodity, has in every country its 
natural price, vi/. that pri« e which is necessary to its production, 
and without whuh it could not lie cultivated: it is this priee 
which governs its market pri<e, anti whuh determines tin- 
expediency of exporting it to foreign countries. If the impor¬ 
tation of corn were prohibited in England, its natural price 
might rise to £<> per quarter in England, whilst it was only at 
half that price in France. If at this tune the prohibition of 
imjKirtation wrre removed, corn would fall in the English 
market, not to a price between £'> and (5, but ultunatrlv and 
permanently to the natural price of f rame, the price at which 
it could lie furnished to the English market and alfnrd the usual 
and ordinary profits of stock in f ranee; ami it would remain 
at this price whether England consumed a hundred thousand 
or a million of quarters. If the’ demand of England were for 
the latter quantity, it is probable that, owing to the necessity 
under which frame would be ot basing recourse to land of a 
worse quality, to furnish tins large- supply, the natural price 
would rise in frame; and tins would of course affect also the 
pric e of corn in England. All that I contend for is. that it is 
the natural price of commodities in the exporting rountrv 
which ultimately regulates the- pruts at which they shall lie sold, 
if they are not the objects of monopoly in the importing rountrv. 

Hut Dr. Smith, who has so ably supported the iluctrine of 
the natural price of commodities ultimately regulating their 
market price, has suppo-ed a case in which he thinks that the 
market price would not lie regulated cither hv the natural price 
of the exporting or of the inqiorting country. " Diminish the 
real opulence cither of Holland or the territory of Henna,” lie 
says. " while the numlier of their inhabitants remains the same; 
diminish*their power of supplying themselves from distant 
countries, and the prirr ol com, instead of sinking with that 
diminution in the quantity of their silver wtucdi must necessarily 
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accompany this declension, cither as it* cause or as its effect, 
will rise to the price of a famine." 

To me it appears that the sen reverse would take place: tire 
diminished |>ower ol the Dutch or Genoese to pui. Uum gmrraJlv 
might depress the price of com for a nine l>. low its lutural ptwr 
in the country from which it was excited, as well as m the 
countries in which it was ini|>ortcil; hut it n quite iiii|s.-m1.1c 
that it could ever raise it alnn e tliat pru r It is mils In m> iras 
ing the opulence of the Dut> h and (.riiin'c tls.it sou mold 
in- rcase the demand, and raise tl.e pm e of«.on alms r its founcr 
pmc: and that would take pla<c mils for a su\ limited tune, 
unless new diflieulties should anse in i.'u.umnp ilie Mippls 

Dr Smith further observe* on this suhp. t " \\ hm wr air in 
want of noessiries sve must jmrt with ail mi|« riimtii - of wlu<h 
the value, as it rises in units of opuluur and ptf p< ntv, so it 
sinks in times of pos erty and dot res* " i lus is undiiiiuidls tine . 
I ult he t milmties, "it is otherwise ssi'li nctr-vaiu Ihut Hal 
prne, the quuntitv of lalmur vvliu !• tl.ev <an puti).n*r or com- 
inand. rises in times of |«iv<rtv and di-trr**. and 'ink' in time 
of opii!rn<e an<l pros|MTU\, wltnh an .ihs.n- imm of great 
. 1 1 >11 rnlain c. for tin v muld not otlieiwio- ix times of opulence 
and pro'pents ( orn is a nn es'ars.• ih < r r- utils a mi;* rtlmts ” 

Two projxi- it ions are I,ere ads an< ed w |<:> h h is <• no < owm lion 
with each otlat, one, that lindtr 1 |.r <1:01111 lames 'upjxeed. 
mrn would I mnmand mote laNcur. w! i< i is mu «:, puled, the 
other, that«orn would udl at a higher mon» v pri<< tout it would 
exchange for more oh <r. tins l nuititvl i.< i« erroneous It 
might lie true if torn ss<r> at the sann tone • .n<<- if tl.e u oal 
'up;-Is ha<t not Inn furnished Dot in thi < a e 11 c ahtindanl, 
it is not pretended that .1 levs ipiantits than 11 nal r- inijxiftrej, 
or that nn>re is required To pur. ha < cm. the Iiut<h or 
(ier.oesc want moms, and to obtain ilih »<< ra s they are 
obliged to ill thnr mi; < rthntirs It ,■ the market value and 
price of these • ujierthiitus whnh fall and ntor.es apjwaf s to 
rmc as compared with them Dot thi ».!i re 1 tern! to m<tease 
the demand for mrn, nor to lower the value of money, rf,e only 
two eaufes which <an raise the price of coin Money, from a 
want of 1 redtt. ancl from other causes, mav lr in gnat demand, 
and consequently dear, rom;iarative|v with <om. hut on no 
ju»t principle can it l»e maintained that under *mb circum¬ 
stances money would lie cheap and, therefore, that the prne 
of com would rise 

When wc speak of the high or low value of gold, silver, or any 
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other commodity m different countries, we should always 
mention some medium in which we are estimating them, or no 
idea can be attached to the proposition. Thus, when gold is 
said to be dearer in England than in Spain, if no commodity is 
mentioned, what notion does the assertion convey? If corn, 
olives, oil, wine, and wool be at a cheaper price in Spain than 
in England, estimated in those c ommodities gold is dearer in 
Spain. If, again, hardware, sugar, cloth, etc., be at a lower 
price in England than in Spain, then, estimated in those com¬ 
modities, gold is dearer in England. Thus gold appears dearer 
or chcajwr in Spain as the fancy of the observer may fix on 
the medium by which he estimates its value. Adam Smith, 
having stamped corn and labour as a universal measure of value, 
would naturally estimate the comparative value of gold by the 
quantity of those two objects for which it would exchange: and, 
accordingly, when he speaks of the comparative value of gold 
in two countries, I understand him to mean its value estimated 
in corn and labour. 

Hut we have seen that, estimated in com, gold may he of very 
different value in two countries. I have endeavoured to show 
that it will he low in rich countries and high in poor countries; 
Adam Smith is of a different opinion: he thinks that the value 
of gold, estimated in corn, is highest in rich countries. Hut 
without further examining which of these opinions is correct, 
either of them is sufficient to show that gold will not necessarily 
be lower in those countries which are in possession of the mines, 
though this is a proposition maintained hy Adam Smith. 
Suppose England to be possessed of the mines, and Adam 
Smith’s opinion, that gold is of the greatest value in rich coun¬ 
tries, to be correct; although gold would naturally flow from 
England to all other countries in exchange for their foods, it 
would not follow that gold was necessarily lower in England, 
as compared with com and lalrour, than in those countries. In 
another place, however, Adam Smith speaks of the prec ious 
metals I icing necessarily lower in Spain and Portugal tlvan in 
other [sirts of Europe, because those countries happen to lie 
almost the exclusive possessors of the mines which produce 
them. " Poland, where the feudal system still continues to 
take place, is at this day as tieggarty a country as it was Wore 
the discovery of America. The money pritt of tom, however, 
has risen J the afUL value or the fercjol-s metals has 
fallen in Poland in the same manner as in other parts of 
Europe. Their quantity, therefore, must have increased there 
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os in other places, and nearly in the same proportion to the annual 
produte 0] the land and labour. This of the quantity 

of tlwise metals, however, lu* not, it seems, mcrr-ised ilu t annual 
produce; has neither improved the manufactures ami agricul¬ 
ture of the country, nor mended the orcum-unccs of «t> in¬ 
habitants. Spain and Portugal, the rountrics whnh ]noses* 
the mines, arc, after Poland, perhaps the two most Uggarlv 
countries in Kuropc. The value of the prc. mus metal*. tmw- 
ever, mnrf he latcer in Spam and Portugal than m any oilier 
parts of Kurojie, loaded not only with a freight and insurance, 
but with the expense of smuggling, their exportation Iwmg ritlief 
prohibited or subjetted to a dutv In proportion r,i the annual 
produce of the land and labour , therefore, their qu.o lUv mml he 
greater in those founlrics than in unv other part of ]-.urope: 
tlwise countries, however, are jwKirer than the grtatcr jiart of 
Kurope. Though the feudal system lias U-rn almh'iird in Sjiam 
ami Portugal, it has not l*-cn sum ceded hv a mm It Utter 
Dr. Smith's argument ap|H,tr> to me to U- tho- Hold, when 
estimated in corn, is cheaper tn Spain tlian in other t omit ties, 
ami the proof of tins is not that min is givtn hv otUr >ountnef 
to S|tatn for gold, hut that tloth. tigit. hardware. ate fiy those 
countries given in cx< liangc for tliat metal. 
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TAXES ON WAGES 

Taxes on wages will raise wages, and therefore will diminish 
the rate of the profits of stock. We have already seen that a 
tax on necessaries will raise their prices, and will be followed 
by a rise of wages. The only difference between a tax on 
necessaries and a tax on wages is, that the former wf'l neces¬ 
sarily be accompanied by a rise in the price of necessaries, but 
the latter will not; towards a tax on wages, consequently, 
neither the stockholder, the landlord, nor any other class but 
the employers of labour will contribute. A tax on wages is 
wholly a tax on profits; a tax on necessaries is partly a tax on 
profits and partly a tax on rich consumers. The ultimate effects 
which will result from such taxes, then, are precisely the same 
as those which result from a direct tax on profits. 

“ The wages of the inferior classes of workmen,” says Adam 
Smith, “ 1 have endeavoured to show in the first book, are every¬ 
where necessarily regulated by two different circumstances— 
the demand for labour and the ordinary or average price of 
provisions. The demand for labour, according as it happens 
to be either increasing, stationary, or declining, or to require 
an increasing, stationary, or declining population, regulates the 
subsistence of the labourer, and determines in what degree it 
shall be either liberal, moderate, or scanty. The oijinary or 
average price of provisions determines the quantity of money 
which must be paid to the workmen, in order to enable him, 
one year with another, to purchase this liberal, moderate, or 
scanty subsistence. While the demand for labour and the price 
of provisions, therefore, remain the same, a direct tax upon the 
wages of labour can have no other effect than to raise them 
somewhat higher than the tax.” 

To the proposition, as it is here advanced by Dr. Smith, Mr. 
Buchanan offers two objections. First, he denies that the 
money wages of labour are regulated by the price of provisions; 
and secondly, he denies that a tax on the wages of labour would 
raise the price of labour. On the first point Mr. Buchanan's 
argument is as follows, page 59: “ The wages of labour, it has 

140 



Taxes on Wages 


i4‘ 


already been remarked, consist not in money, but in what 
money purchases, namely, provisions and other necessaries; 
and the allowance of the labourer out of the common stock will 
always be in proportion to the supply. Where provisions are 
(heap and abundant, his share will be the larger; and where 
they are scarce and dear, it will be the less. Ilis wages will 
always give him his just share, and they cannot give him more. 
It is an opinion, indeed, adopted by Dr. Smith and most other 
writers, that the money price of labour is regulated by the 
money price of provisions, and that, when provisions rise in 
price, wages rise in proportion. But it is dear that the price 
of labour has no necessary connection with the price of food, 
since it depends entirely on the supply of labourers compared 
with the demand. Besides, it is to be observed that the high 
price of provisions is a certain indication of a deficient supply, 
and arises in the natural course of things for the purpose of 
retarding the consumption. A smaller supply of food, shared 
among the same number of consumers, will evidently leave a 
smaller portion to each, and the labourer must bear his share of 
the common want. To distribute this burden equally, and to 
prevent the labourer from consuming subsistence so freely as 
before, the price rises. But wages, it seems, must rise along 
with it, that he may still use the same quantity of a scarcer 
commodity; and thus nature is represented as counteracting 
her own purposes;—first, raising the price of food to diminish 
the consumption, and afterwards raising wages to give the 
labourer the same supply as before.” 

In this argument of Mr. Buchanan, there appears to me to 
be a great mixture of truth and error. Because a high pr.ee of 
provisions is sometimes occasioned by a deficient supply, Mr. 
Buchanan assumes it as a certain indication of deficient supply. 
He attributes to one cause exclusively that which may arise 
from many. It is undoubtedly true that, in the case of a defi¬ 
cient supply, a smaller quantity will be shared among the same 
number of consumers, and a smaller portion will fall to each. 
To distribute this privation equally, and to prevent the labourer 
from consuming subsistence so freely as before, the price rises. 
It must, therefore, be conceded to Mr. Buchanan that any rise 
in the price of provisions occasioned by a deficient supply wi 
not necessarily raise the money wages of labour as the con¬ 
sumption must be retarded, which can only be effected by 
diminishing the power of the consumers to purchase. But, 
because the price of provisions is raised by a deficient supply. 
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we are by no means warranted in concluding, as Mr. Buchanan 
appears to do, that there may not be an abundant supply with 
a high price; not a high price with regard to money only, but 
with regard to all other things. 

The natural price of commodities, which always ultimately 
governs their market price, depends on the facility of produc¬ 
tion; but the quantity produced is not in proportion to that 
facility. Although the lands which are now taken into cultiva¬ 
tion are much inferior to the lands in cultivation three centuries 
ago, and therefore the difficulty of production is increased, who 
can entertain any doubt but that the quantity produced now 
very far exceeds the quantity then produced? Not only is a 
high price compatible with an increased supply, but it rarely 
fails to accompany it. If, then, in consequence of taxation, or 
of difficulty of production, the price of provisions be raised and 
the quantity be not diminished, the money wages of labour will 
rise; for, as Mr. Buchanan has justly observed, “ The wages of 
labour consist not in money, but in what money purchases, 
namely, provisions and other necessaries; and the allowance of 
the labourer out of the common stock will always be in propor¬ 
tion to the supply.” 

With respect to the second point, whether a tax on the wages 
of labour would raise the price of labour, Mr. Buchanan says, 
“ After the labourer has received the fair recompense of his 
labour, how can he have recourse on his employer for what he 
is afterwards compelled to pay away in taxes? There is no 
law or principle in human affairs to warrant such a conclusion. 
After the labourer has received his wages, they are in his own 
keeping, and he must, as far as he is able, bear the burden of 
whatever exactions he may ever afterwards be exposed to: for 
he has clearly no way of compelling those to reimburse him 
who have already paid him the fair price of his work.” Mr. 
Buchanan has quoted, with great approbation, the following 
able passage from Mr. Malthus’s work on population, which 
appears to me completely to answer his objection. “ The price 
of labour, when left to find its natural level, is a most important 
political barometer, expressing the relation between the supply 
of provisions and the demand for them, between the quantity 
to be consumed and the number of consumers; and, taken on 
the average, independently of accidental circumstances, it 
further expresses, clearly, the wants of the society respecting 
population; that is, whatever may be the number of children to 
a marriage necessary to maintain exactly the present popula- 
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tion, the price of labour will be just sufficient to support this 
number, or be above it, or below it, according to the state of 
the real funds for the maintenance of labour, whether stationary, 
progressive, or retrograde. Instead, however, of considering it 
in this light, we consider it as something which we may raise or 
depress at pleasure, something which depends principally on 
his majesty’s justices of the peace. When an advance in the 
price of provisions already expresses that the demand is too 
great for the supply, in order to put the labourer in the same 
condition as before, we raise the price of labour, that is, we 
increase the demand, and arc then much surprised that the price 
of provisions continues rising. In this, we act much in the 
same manner as if, when the quicksilver in the common weather¬ 
glass stood at stormy , we were to raise it by some forcible pressure 
to settled fair, and then be greatly astonished that it continued 
raining.” 

“ The price of labour will express clearly the wants of the 
society respecting population; ” it will he just sufficient to sup¬ 
port the population, which at that time the state of the funds 
for the maintenance of labourers requires. If the labourer's 
wages were before only adequate to supply the requisite popu¬ 
lation, they will, after the tax, be inadequate to that supply, 
for he will not have the same funds to expend on his family. 
Labour will therefore rise, because the demand continues, and 
it is only by raising the price that the supply is not checked. 

Nothing is more common than to see hats or malt rise when 
taxed; they rise because the requisite supply would not be 
afforded if they did not rise: so with labour, when wages are 
taxed, its price rises, because, if it did not, the requisite popula¬ 
tion would not be kept up. Docs not Mr. Buchanan allow all 
that is contended for, when he says that “ were he (the labourer) 
indeed reduced to a bare allowance of necessaries, he would 
then suffer no further abatement of his wages, as he could not 
on such conditions continue his race? ” Suppose the circum¬ 
stances of the country to be such that the lowest labourers are 
not only called upon to continue their race, but to increase it; 
their wages would be regulated accordingly. Can they multiply 
in the degree required if a tax takes from them a part of their 
wages, and reduces them to bare necessaries? 

It is undoubtedly true that a taxed commodity will not rise 
in proportion to the tax if the demand for it diminish and if 
the quantity cannot be reduced. If metallic money were in 
general use, its value would not for a considerable time be 
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increased by a tax, in proportion to the amount of the tax, 
because at a higher price the demand would be diminished and 
the quantity would not be diminished: and unquestionably the 
same cause frequently influences the wages of labour; the 
number of labourers cannot be rapidly increased or diminished 
in proportion to the increase or diminution of the fund which is 
to employ them; but in the case supposed, there is no necessary 
diminution of demand for labour, and if diminished, the demand 
does not abate in proportion to the tax. Mr. Buchanan forgets 
that the fund raised by the tax is employed by government in 
maintaining labourers, unproductive indeed, but still labourers. 
If labour were not to rise when wages arc taxed, there would 
be a great increase in the competition for labour, because the 
owners of capital, who would have nothing to pay towards such 
a tax, would have the same funds for employing labour; whilst 
the government who received the tax would have an additional 
fund for the same purpose. Government and the people thus 
become competitors, and the consequence of their competition 
is a rise in the price of labour. The same number of men only 
will be employed, but they will be employed at additional 
wages. 

If the tax had been laid at once on the people of capital, their 
fund for the maintenance of labour would have been diminished 
in the very same degree that the fund of government for that 
purpose had been increased; and therefore there would have 
been no rise in wages; for though there would be the same 
demand, there would not be the same competition. If when 
the tax were levied government at once exported the produce 
of it as a subsidy to a foreign state, and if therefore these funds 
were devoted to the maintenance of foreign and not of English 
labourers, such as soldiers, sailors, etc., etc.; then, indeed, there 
would be a diminished demand for labour, and wages might not 
increase although they were taxed; but the same thing would 
happen if the tax had been laid on consumable commodities, on 
the profits of stock, or if in any other manner the same sum had 
been raised to supply this subsidy: less labour could be employed 
at home. In one case wages are prevented from rising, in the 
other they must absolutely fall. But suppose the amount of 
a tax on wages were, after being raised on the labourers, paid 
gratuitously to their employers, it would increase their money 
fund for the maintenance of labour, but it would not increase 
either commodities or labour. It would consequently increase 
the competition amongst the cmplo)ers of labour, and the tax 
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would be ultimately attended with no loss cither to master or 
labourer. The master would pay an increased price for labour; 
the addition which the labourer received would lie paid as a 
tax to government, and would be again returned to the masters. 
It must, however, not be forgotten that the produce of taxes 
is generally wastefully expended, they are always obtained at 
the expense of the people's comforts and enjoyments, and 
commonly either diminish capital or retard its accumulation. 
Hv diminishing capital they tend to diminish the real fund 
destined for the maintenance of labour; and therefore to 
diminish the real demand for it. Taxes, then, generally, as 
far as they impair the real capital of the country, dimmish the 
demand for labour, and therefore it is a probable, but not a 
necessary nor a peculiar consequence of a tax on wages, that 
though wages would rise, they would not rise by a sum precisely 

equal to the tax. T 

Adam Smith, as we have seen, has fully allowed that the effect 
of a tax on wages would he to raise wages by a sunt at least 
equal to the tax, and would be finally, if not immediately, paid 
by the employer of labour. Thus far we fully agree; but un¬ 
essentially differ in our views of the subsequent operation of 


such a tax. f „ 

"A direct tax upon the wages of labour, therefore, sa\s 

Adam Smith, “ though the labourer might perhaps pay it out 
of his hand, could not properly be said to be even advam cd by 
him; at least if the demand for labour and the average [ire e 
of provisions remained the same after the tax as before it. n 
all such cases, not only the tax but something more than t 
tax would in reality be advanced by the person who .mini. - 
ately employed him. The final payment would >" < lfftr 
cas.s fall upon different persons. 1 he use whu h such a . . 
might occasion in the wages of mannfa. luring labour would 
be advanced by the master manufa. Hirer who vould bt a< 
and obliged to charge it with a proJU upon the prut of his g^ • 
The rise 6 which such a tax might occasion m cornry' ; 
would be advanced by the farmer who, in order to main ■ 
the same number of labourers as before, 'vo.ddhe bhglto 
employ a greater capital. In order to get hack this griulcr 
capital, toother with the ordinary profit* of stock it; w d 
necessary that he should retain a larger por ion, 1 
to the same thing, the price of a larger portion, of the produce 
of the land, and consequently that lie should pay less r nt t. j 
landlord. The final payment of this n,e of wages would in tins 



146 Political Economy 

case fall upon the landlord, together with the additional profits 
of the farmer who had advanced it. In all cases, a direct tax upon 
the wages of labour must, in the long run, occasion both a greater 
reduction in the rent of land and a greater rise in the price of 
manufactured goods than would have followed from the proper 
assessment of a sum equal to the produce of the tax partly upon 
■ the rent of land and partly upon consumable commodities.” 
Vol. iii. p. 337. In this passage it is asserted that the additional 
wages paid by farmers will ultimately fall on the landlords, who 
will receive a diminished rent; but that the additional wages 
paid by manufacturers will occasion a rise in the price of manu¬ 
factured goods, and will therefore fall on the consumers of those 
commodities. 

Now, suppose a society to consist of landlords, manufacturers, 
farmers, and labourers, the labourers, it is agreed, would be 
recompensed for the tax;—but by whom?—who would pay 
that portion which did not fall on the landlords?— the manu¬ 
facturers could pay no part of it; for if the price of their commo¬ 
dities should rise in proportion to the additional wages they 
paid, they would be in a bettir situation after than before the 
tax. If the clothier, the hatter, the shoemaker, etc., should 
be each able to raise the price of their goods 10 per cent.— 
supposing 10 per cent, to recompense them completely for the 
additional wages they paid- if, as Adam Smith says, “ they 
would be entitled and obliged to charge the additional wages 
with a profit upon the price of their goods,” they could each 
consume as much as before of each other's goods, and therefore 
they would pay nothing towards the tax. If the clothier paid 
more for his hats and shoes, lie would receive more for his cloth, 
and if the hatter paid more for his cloth and shoes, he would 
receive more for his hats. All manufactured commodities, then, 
would be bought by them with as much advantage as before, 
and inasmuch as corn would not be raised in price, which is 
l)r. Smith's supposition, whilst they had an additional sum to 
lay out upon its purchase, they would be benefited but not 
injured by such a tax. 

If, then, neither the labourers nor the manufacturers would 
contribute towards such a tax; if the farmers would be also 
recompensed by a fall of rent, landlords alone must not only 
bear its whole weight, but they must also contribute to the 
increased gains of the manufacturers. To do this, however, 
they should consume all the manufactured commodities in the 
country, for the additional price charged on the whole mass is 
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little more than the tax originally imposed on the labourers in 
manufactures. 

Now, it will not be disputed that the clothier, the hatter, and 
all other manufacturers are consumers of each othei's goods; 
it will not be disputed that labourers of alt descriptions consume 
soap, cloth, shoes, candles, and various other commodities; 
it is therefore impossible that the whole weight of these taxes 
should fall on landlords only. 

Hut if the labourers pay no part of the tax, and yet manu¬ 
factured commodities rise in price, wages must rise, not only to 
compensate them for the tax, but for the increased price of 
manufactured necessaries, which, as far as it affects agricultural 
labour, will be a new cause for the fall of rent; and, as far as it 
affects manufacturing labour, for a further rise in the price of 
goods. This rise in the price of goods will again operate on 
wages, and the action and re-action, first of wages on goods, and 
then of goods on wages, will be extended without any assignable 
limits. The arguments by which this theory is supported lead 
to such absurd conclusions that it may at once be seen that the 
principle is wholly indefensible. 

All the effects which arc produced on the profits of stock and 
the wages of labour by a rise of rent and a rise of necessaries, in 
the natural progress of society and increasing difficulty of pro¬ 
duction, will equally follow from a rise of wages in consequence 
of taxation; and, therefore, the enjoyments of the labourer, as 
well as those of his employers, will be curtailed by the tax; and 
not by this tax particularly, but by every other which should 
raise an equal amount, as they would all tend to diminish the 
fund destined for the maintenance of labour. 

The error of Adam Smith proceeds in the first place from sup¬ 
posing that all taxes paid by the farmer must necessarily fall on 
the landlord in the shape of a deduction from rent. On this 
subject I have explained myself most fully, and I trust that it 
has been shown, to the satisfaction of the reader, that since 
much capital is employed on the land which pays no rent, and 
since it is the result obtained by this capital which regulates the 
price of raw produce, no deduction can be made from rent; and, 
consequently, either no remuneration will be made to the farmer 
for a tax on wages, or if made, it must be made by an addition 
to the price of raw produce. 

If taxes press unequally on the farmer, he will be enabled to 
raise the price of raw produce, to place himself on a level with 
those who carry on other trades; but a tax on wages, which 
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would not affect him more than it would affect any other trade, 
could not be removed or compensated by a high price of raw 
produce; for the same reason which should induce him to raise 
the price of corn, namely, to remunerate himself for the tax, 
would induce the clothier to raise the price of cloth, the shoe¬ 
maker, hatter, and upholsterer to raise the price of shoes, hats, 
and furniture. 

If they could all raise the price of their goods so as to remu¬ 
nerate themselves, with a profit, for the tax: as they are all 
consumers of each other’s commodities, it is obvious that the 
tax could never be paid; for who would be the contributors if 
all were compensated? 

I hope, then, that I have succeeded in showing that any tax 
which shall have the effect of raising wages will be paid by a 
diminution of profits, and, therefore, that a tax on wages is in 
fact a tax on profits. 

This principle of the division of the produce of labour and 
capital between wages and profits, which I have attempted to 
establish, appears to me so certain, that excepting in the imme¬ 
diate effects, I should think it of little importance whether the 
profits of stock or the wages of labour, were taxed. By taxing 
the profits of stock you would probably alter the rate at which 
the funds for the maintenance of labour increase, and wages 
would be disproportioned to the state of that fund, by being too 
high. By taxing wages, the reward paid to the labourer would 
also be disproportioned to the state of that fund, by being too 
low. In the one case by a fall, and in the other by a rise in 
money wages, the natural equilibrium between profits and 
wages would be restored. A tax on wages, then, does not fall 
on the landlord, but it falls on the profits of stock: it does not 
“ entitle and oblige the master manufacturer to charge it with 
a profit on the prices of his goods,” for he will be unable to 
increase their price, and therefore he must himself wholly and 
without compensation pay such a tax. 1 

If the effect of taxes on wages be such as I have described, 
they do not merit the censure cast upon them by Dr. Smith. 
He observes of such taxes, “ These, and some other taxes of the 
same kind, by raising the price of labour, are said to have ruined 

1 M. Say appears to have imbibed the general opinion on tins subiect. 
Speaking of corn, he says, “ thence it results that its price inllui nc.-s the 
price of all other commodities A tanner, a manufacturer, or a merchant 
employs a certain number of workmen who ail have occasion to consume 
a certain quantity of corn. If the price of corn rises, he is obliged to raise, 
in an equal proportion, the price of his production.”—Vol. 1 . p. 255 
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the greater part of the manufactures of Holland. Similar taxes, 
though not quite so heavy, take place in the Milanese, in the 
states of Genoa, in the duchy of Modena, in the duchies of 
Parma, Placentia, and Guastalla, and in the ecclesiastical states. 
A French author of some note has proposed to reform the 
finances of his country by substituting in the room of other 
taxes this most ruinous of all taxes. ‘ There is nothing so 
absurd,’ says Cicero, 1 which has not sometimes been asserted 
by some philosophers.’ ” And in another place he sat s: “ Taxes 
upon necessaries, by raising the wages of labour, necessari y 
tend to raise the price of all manufactures, and consequently 
to diminish the extent of their sale and consumption." They 
would not merit this censure, even if Dr. Smith's principle were 
correct, that such taxes would enhance the prices of manufac¬ 
tured commodities; for such an effect could be only temporary, 
and would subject us to no disadvantage in our foreign trade. 
If any cause should raise the price of a few manufactured 
commodities, it would prevent or check their exportation; hut 
if the same cause operated generally on all, the effect wofi d 
be merely nominal, and would neither interfere with their 
relative value, nor in any degree diminish the stimulus to a 
trade of barter, which all commerce, both foreign and domestic, 


really is. . 

I have already attempted to show that when any cause raises 
the prices of all commodities the effects are nearly similar to a 
fall in the value of money. If money falls in value all com¬ 
modities rise in price; and if the effect is confined to one country, 
it will affect its foreign commerce in the same way as a lug 1 
price of commodities caused bv general taxation; and, there¬ 
fore, in examining the effects of a low value of money confined 
to one country, we arc also examining the effects of a high price 
of commodities confined to one country. Indeed, Adam Smith 
was fully aware of the resemblance between these two cases, and 
consistently maintained that the low value of money, or, as he 
calls it, of silver in Spain, in consequence of the prohibition 
against its exportation, was very highly prejudicial to the manu¬ 
factures and foreign commerce of Spain. But that degrada¬ 
tion in the value of silver, which being the effect either of the 
peculiar situation, or of the political institutions of a particular 
country, takes place only in that country, is a matter of very 
great consequence, which, far from tending to ma e any )0 y 
really richer, tends to make everybody really poorer. The 
rise in the money price of all commodities, which is in this case 
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peculiar to that country, tends to discourage more or less every 
sort of industry which is carried on within it, and to enable 
foreign nations, by furnishing almost all sorts of goods for a 
smaller quantity of silver than its own workmen can afford to do, 
to undersell them not only in the foreign but even in the home 
market.” Vol. ii. p. 278. 

One, and I think the only one, of the disadvantages of a low 
value of silver in a country, proceeding from a forced abundance, 
has been ably explained by Dr. Smith. If the trade in gold 
and silver were free, “ the gold and silver which would go abroad 
would not go abroad for nothing, but would bring back an equal 
value of goods of some kind or another. Those goods, too, 
would not be all matters of mere luxury and expense to be 
consumed by idle people, who produce nothing in return for 
their consumption. As the real wealth and revenue of idle 
people would not be augmented by this extraordinary exporta¬ 
tion of gold and silver, so would neither their consumption lie 
augmented by it. Those goods would—probably the greater 
part of them, and certainly some part of them—consist in 
materials, tools, and provisions, for the employment and main¬ 
tenance of industrious people, who would reproduce with a profit 
the full value of their consumption. A part of the dead stock 
of the society would thus be turned into active stock, and would 
put into motion a greater quantity ot industry than had been 
employed before.” 

By not allowing a free trade in the precious metals when the 
prices of commodities arc raised, cither by taxation, or by the 
influx of the precious metals, you prevent a part of the dead 
stock of the society from being turned into active stock—you 
prevent a greater quantity of industry from being employed. 
But this is the whole amount of the evil—an evil never felt by 
those countries where the exportation of silver is either allowed 
or connived at. 

The exchanges between countries are at par only whilst they 
have precisely that quantity of currency which, in the actual 
situation of things, they should have to carry on the circulation 
of their commodities. If the trade in the precious metals were 
perfectly free, and money could be exported without any expense 
whatever, the exchanges could be no otherwise in every country 
than at par. If the trade in the precious metals were perfectly 
free—if they were generally used in circulation, even with the 
expenses of transporting them, the exchange could never in any 
of them deviate more from par than by these expenses. These 
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principles, I believe, are now nowhore disputed. If a country 
used paper money not exchangeable for specie, and, therefore, 
not regulated by any fixed standard, the exchanges in that 
country might deviate from par in the same proportion as its 
money might be multiplied beyond that quantity which would 
have been allotted to it by general commerce, if the trade in 
money had been free, and the precious metals had been used, 
either for money, or for the standard of money. 

If by the general operations of commerce, 10 millions of pounds 
sterling, of a known weight and fineness of bullion, should be the 
portion of England, and to millions of paper pounds were sub¬ 
stituted, no effect would be produced on the exchange; but if 
by the abuse of the power of issuing paper money, u millions 
of pounds should be employed in the circulation, the exchange 
would be 9 per cent, against England; if 12 millions were 
employed, the exchange would be 16 per cent.; and if 20 
millions, the exchange would be 50 per cent, against England. 
To produce this effect it is not, however, necessary that paper 
money should be employed: any cause which retains in circula¬ 
tion a greater quantity of pounds than would have circulated 
if commerce had been free, and the precious metals of a known 
weight and fineness had been used, either for money or for the 
standard of money, would exactly produce the same effects. 
Suppose that by clipping the money each pound did not contain 
the quantity of gold or silver which by law it should contain, 
a greater number of such pounds might be employed in the 
circulation than if they were not clipped. If from each pound 
one-tenth were taken away, ix millions of such pounds might 
be used instead of 10; if two-tenths were taken away, 12 
millions might be employed; and if one-half were taken away, 
20 millions might not be found superfluous. If the latter sum 
were used instead of 10 millions, every commodity in England 
would be raised to double its former price, and the exchange 
would be 50 per cent, against England; but this would occasion 
no disturbance in foreign commerce, nor discourage the manu¬ 
facture of any one commodity. If, for example, cloth rose in 
England from £20 to £40 per piece, we should just as freely 
export it after as before the rise, for a compensation of 5 ° P cr 
cent, would be made to the foreign purchaser in the exchange, 
so that with £20 of his money, he could purchase a bill which 
would enable him to pay a debt of £40 in England. In the same 
manner, if he exported a commodity which cost £20 at home, 
and which sold in England for £40, he would only receive £20, 

*F 8,0 
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for £40 in England would only purchase a bill for £20 on a 
foreign country. The same effects would follow from whatever 
cause 20 millions could be forced to perform the business of 
circulation in England if ro millions only were necessary. If 
so absurd a law as the prohibition of the exportation of the 
precious metals could be enforced, and the consequence of such 
prohibition were to force 11 millions of good pounds, fresh from 
the mint, instead of io, into circulation, the exchange would 
be 9 per cent, against England; if 12 millions, 16 per cent.; and 
if 20 millions, 50 per cent against England. But no discourage¬ 
ment would be given to the manufactures of England; if home 
commodities sold at a high price in England, so would foreign 
commodities; and whether they were high or low would be of 
little importance to the foreign exporter and importer, whilst 
he would, on the one hand, be obliged to allow a compensation 
in the exchange when his commodities sold at a dear rate, and 
would receive the same compensation when he was obliged to 
purchase English commodities at a high price. The' sole dis¬ 
advantage, then, which could happen to a country from retain¬ 
ing., by prohibitory laws, a greater quantity of gold and silver 
in circulation than would otherwise remain there, would be the 
loss which it would sustain from employing a portion of its 
capital unproductively instead of employing it productively. 
In the form of money, this capital is productive of no profit; 
in the form of materials, machinery, and foed, for which it 
might be exchanged, it would be productive of revenue, and 
would add to the wealth and the resources of the state. Thus, 
then, I hope, I have satisfactorily proved that a comparatively 
low price of the precious metals, in consequence of taxation, 
or in other words, a generally high price of commodities, would 
be of no disadvantage to a state, as a part of the metals would 
be exported, which, by raising their value, would again lower 
the prices of commodities. And further, that if they were not 
exported, if by prohibitory laws they could be retained in a 
country, the effect on the exchange would counterbalance the 
effect of high prices. If, then, taxes on necessaries and on 
wages would not raise the prices of all commodities on which 
labour was expended, they cannot be condemned on such 
grounds; and moreover, even if the opinion given by Adam 
Smith, that they would have such an effect, were well founded, 
they would be in no degree injurious on that account. They 
would be objectionable for no other reason than those which 
might be justly urged against taxes of any other description. 
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The landlords, as such, would be exempted from the burden 
of the tax; but as far as they directly employed labour in the 
expenditure of their revenues, by supporting gardeners, menial 
servants, etc., they would be subject to its operation. 

It is undoubtedly true that “ taxes upon luxuries have no 
tendency to raise the price of any other commodities, except 
that of the commodities taxed but it is not true “ that taxes 
upon necessaries, by raising the wages of labour, necessarily 
tend to raise the price of all manufactures.” It is true that 
“ taxes upon luxuries arc finally paid by the consumers of the 
commodities taxed, without any retribution. They fall indif¬ 
ferently upon every species of revenue, the wages of labour, the 
profits of stock, and the rent of land ”; but it is not true “ that 
taxes upon necessaries, so far as they affect the labouring poor, are 
finally paid partly by landlords in the diminished rent of their 
lands, and partly by rich consumers, whether landlords or others, 
in the advanced price of manufactured goods for, so far as 
these taxes affect the labouring poor, they will be almost wholly 
paid by the diminished profits of stock, a small part only being 
paid by the labourers themselves in the diminished demand for 
labour, which taxation of every kind has a tendency to produce. 

It is from Dr. Smith’s erroneous view of the effect of those 
taxes that he has been led to the conclusion that “ the middling 
and superior ranks of people, if they understood their own 
interest, ought always to oppose all taxes upon the necessaries 
of life, as well as all direct taxes upon the wages of labour. 
This conclusion follows from his reasoning, that the final 
payment of both one and the other falls altogether upon them¬ 
selves, and always with a considerable overcharge. u y a 
heaviest upon the landlords, 1 who always pay m a double 
capacity; in that of landlords by the reduction of their rent, 
and in that of rich consumers by the increase of their expense. 
The observation of Sir Matthew Decker, that certain taxes are, 
in the price of certain goods, sometimes repeated and accumu¬ 
lated four or five times, is perfectly just with regard to taxes 
upon the necessaries of life. In the price of leather, for example, 
you must pay, not only for the tax upon the leather of your own 
shoes, but for a part of that upon those of the shoemaker and 
the tanner. You must pay, too, for the tax upon the salt, upon 
the soap, and upon the candles which those workmen consume 
while employed in your service, and for the tax upon the leather 

* So far from this being true, they would scarcely affect the landlord, 
and stockholder. 
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which the salt-maker, the soap-maker, and the candle-maker 
consume while employed in their service.” 

Now as Dr. Smith does not contend that the tanner, the 
salt-maker, the soap-maker, and the candle-maker will either 
of them be benefited by the tax on leather, salt, soap, and 
candles; and as it is certain that government will receive no 
more than the tax imposed, it is impossible to conceive that 
more can be paid by the public upon whomsoever the tax may 
fall. The rich consumers may, and indeed will, pay for the poor 
consumer, but they will pay no more than the whole amount 
of the tax; and it is not in the nature of things that “ the tax 
should be repeated and accumulated four or five times.” 

A system of taxation may be defective; more may be raised 
from the people than what finds its way into the coffers of 
the state, as a part, in consequence of its effect on prices, may 
possibly be received by those who arc benefited by the peculiar 
mode in which taxes are laid. Such taxes are pernicious, and 
should not be encouraged; for it may be laid down as a prin¬ 
ciple, that when taxes operate justly, they conform to the first 
of Dr. Smith’s maxims, and raise from the people as little as 
possible beyond what enters into the public treasury of the 
state. M. Say says, “ others offer plans of finance, and propose 
means for filling the coffers of the sovereign, without any charge 
to his subjects. But unless a plan of finance is of the nature of 
a commercial undertaking, it cannot give to government more 
than it takes away cither from individuals or from government 
itself, under some other form. Something cannot be made out 
of nothing by the stroke of a wand. In whatever way an opera¬ 
tion may be disguised, whatever forms we may constrain a value 
to take, whatever metamorphosis we may make it undergo, we 
can only have a value by creating it, or by taking it from others. 
The very best of all plans of finance is to spend little, and the 
best of all taxes is that which is the least in amount.” 

Dr. Smith uniformly, and I think justly, contends that the 
labouring classes cannot materially contribute to the burdens 
of the state. A tax on necessaries, or on wages, will therefore 
be shifted from the poor to the rich: if then the meaning of 
Dr. Smith is, “ that certain taxes are in the price of certain goods 
sometimes repeated, and accumulated four or five times,” for 
the purpose only of accomplishing this end, namely, the trans¬ 
ference of the tax from the poor to the rich, they cannot be 
liable to censure on that account. 

1 Suppose the just share of the taxes of a rich consumer to be 
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£100, and that he would pay it directly if the tax were laid on 
income, on wine, or on any other luxury, he would suffer no 
injury if, by the taxation of necessaries, he should be only called 
upon for the payment of £25, as far as his own consumption of 
necessaries and that of his family was concerned; but should 
be required to repeat this tax three times, by paying an addi¬ 
tional price for other commodities to remunerate the labourers, 
or their employers, for the tax which they have been called upon 
to advance. Even in that case the reasoning is inconclusive: 
for if there be no more paid than what is required by govern¬ 
ment, of what importance can it be to the rich consumer 
whether he pay the tax directly, by paying an increased price 
for an object of luxury, or indirectly, by paying an increased 
price for the necessaries and other commodities he consumes? 
If more be not paid by the people than what is received by 
government, the rich consumer will only pay his equitable 
share; if more is paid, Adam Smith should have stated by 
whom it is received; but his whole argument is founded in 
error, for the prices of commodities would not be raised by such 
taxes. 

M. Say does not appear to me to have consistently adhered 
to the obvious principle which I have quoted from his able 
work; for in the next page, speaking of taxation, he says, 
“ When it is pushed too far, it produces this lamentable effect, 
it deprives the contributor of a portion of his riches, without 
enriching the state. This is what we may comprehend if we 
consider that every man’s power of consuming, whether pro¬ 
ductively or not, is limited by his income. He cannot then be 
deprived of a part of his income without being obliged propor¬ 
tionally to reduce his consumption. Hence arises a diminution 
of demand for those goods which he no longer consumes, and 
particularly for those on which the tax is imposed. I rom this 
diminution of demand there results a diminution of prodin tion, 
and consequently of taxable commodities. The contributor 
then will lose a portion of his enjoyments; the producer a 
portion of his profits; and the treasury a portion of its receipts. 

M. Say instances the tax on salt in France previous to the 
revolution; which, he says, diminished the production of salt 
by one half. If, however, less salt was consumed, less capital 
was employed in producing it; and, therefore, though the 
producer would obtain less profit on the production of salt, he 
would obtain more on the production of other things. a 
tax, however burdensome it may be, falls on revenue, and not 
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on capital, it does not diminish demand, it only alters the nature 
of it. It enables government to consume as much of the pro¬ 
duce of the land and labour of the country as was before 
consumed by the individuals who contribute to the tax, an evil 
sufficiently great without overcharging it. If my income is 
£1000 per annum, and I am called upon for £100 per annum 
for a tax, I shall only be able to demand nine-tenths of the 
quantity of goods which I before consumed, but I enable 
government to demand the other tenth. If the commodity 
taxed be corn, it is not necessary that my demand for corn 
should diminish, as I may prefer to pay £100 per annum more 
for my corn, and to the same amount abate in my demand for 
wine, furniture, or any other luxury. 1 Less capital will con¬ 
sequently be employed in the wine or upholstery trade, but 
more will be employed in manufacturing those commodities, on 
which the taxes levied by government will be expended. 

M. Say says that M. Turgot, by reducing the market dues on 
fish (les droits d’entree et de halle sur la maree) in Paris one half, 
did not diminish the amount of their produce, and that conse¬ 
quently the consumption of fish must have doubled. He infers 
from this that the profits of the fishermen and those engaged 
in the trade must also have doubled, and that the income of 
the country must have increased by the whole amount of these 
increased profits; and by giving a stimulus to accumulation, 
must have increased the resources of the state. 2 

Without calling in question the policy which dictated this 
alteration of the tax, I have my doubts whether it gave any 
great stimulus to accumulation. If the profits of the fishermen 
and others engaged in the trade were doubled in consequence 
of more fish being consumed, capital and labour must have been 
withdrawn from other occupations to engage them in this 
particular trade. But in those occupations capital and labour 


1 M. Say says, “ that the tax added to the price of a commodity raises 
its price, livery increase in the price of a commodity necessarily reduces 
the number of those who are able to purchase it, or at least the quantity 
they will consume of it.” This is by no means a necessary consequence. 
1 do not believe that if bread were taxed the consumption of bread would 
be diminished, more than if cloth, wine, or soap were taxed. 

* The following remark of the same author appears to me equally 
erroneous: “ When a high duty is laid on cotton the production of all 
thosi goods of which cotton is the basis is diminished, if the total value 
adi'ed to cotton in its various manufactures, in a particular country, 
amounted to mo millions of francs per annum, and the effect of the t.ix 
was to diminish the consumption one half, then the tax would deprive 
that country every year of 50 million of francs, in addition to the sum 
received by government."—Vol. ii. p. 314. 
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were productive of profits, which must have been given up 
when they were withdrawn. The ability of the country to 
accumulate was only increased by the difference between the 
profits obtained in the business in which the capital was newly 
engaged, and those obtained in that from which it was with¬ 
drawn. ,. . . , 

Whether taxes be taken from revenue or capital they diminish 
the taxable commodities of the state. If I cease to expend 
£100 on wine, because by paying a tax of that amount 1 have 
enabled government to expend £100 instead of expending it 
myself, one hundred pounds’ worth of goods are necessarily 
withdrawn from the list of taxable commodities. If the revenue 
of the individuals of a country be 10 millions, they will have at 
least 10 millions’ worth of taxable commodities. If, by taxing 
some, one million be transferred to the disposal of government, 
their revenue will still be nominally 10 millions, but they will 
remain with only nine millions’ worth of taxable commodities. 
There are no circumstances under which taxation does not 
abridge the enjoyments of those on whom the taxes ultimately 
fall, and no means by which those enjoyments can again be 
extended but the accumulation of new revenue. 

Taxation can never be so equally applied as to operate in the 
same proportion on the value of all commodities, and still to 
preserve them at the same relative value. It frequen y 
operates verv differently from the intention of the legislature 
by its indirect effects. We have already seen that the effect 
of a direct tax on corn and raw produce is, if money be also 
produced in the country, to raise the price of all commodi ics 
in proportion as raw produce enters into their composition, and 
thereby to destroy the natural relation which previously existed 
between them. Another indiiect effect is that it raises wages 
and lowers the rate of profits; and we have also seen, in another 
part of this work, that the effect of a rise of wages and a fa o 
profits is to lower the money prices of those commodities which 
are produced in a greater degree by the employment of fixed 

^That a commodity, when taxed, can no longer be 
exported is so well understood that a drawback is frequently 
allowed on its exportation, and a duty laid on its ■mportati) . 
If these drawbacks and duties be accurately laid not only on 
the commodities themselves, but on all which they may in¬ 
directly affect, then, indeed, there will be no disturbance m the 
value of the precious metals. Since we could as readily export 
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a commodity after being taxed as before, and since no peculiar 
facility would be given to importation, the precious metals 
would not, more than before, enter into the list of exportable 
commodities. 

Of all commodities none are perhaps so proper for taxation 
as those which, cither by the aid of nature or art, are produced 
with peculiar facility. With respect to foreign countries, such 
commodities may be classed under the head of those which are 
not regulated in their price by the quantity of labour bestowed, 
but rather by the caprice, the tastes, and the power of the 
purchasers. If England had more productive tin mines than 
other countries, or if, from superior machinery or fuel, she had 
peculiar facilities in manufacturing cotton goods, the prices of 
tin and cotton goods would still in England be regulated by the 
comparative quantity of labour and capital requited to produce 
them, and the competition of our merchants would make them 
very little dearer to the foreign consumer. Our ad\ outage in 
the production of these commodities might be so decided that 
probably they could bear a very great additional price in the 
foreign market without very materially diminishing their con¬ 
sumption. This price they never could attain, whilst competi¬ 
tion was free at home, by any other means but by a tax on their 
exportation. This tax would fall wildly on foreign consumers, 
and part of the expenses of the government of England would 
be defrayed by a tax on the land and labour of other countries. 
The tax on tea, w hicli at present is paid by the people of England, 
anil goes to aid the expenses of the government of England, 
might, if laid in China on the exportation of the tea, be diverted 
to the pajment of the expenses of the government of China. 

Taxes on luxuries have some advantage over taxes on neces¬ 
saries. They are generall\ paid from income, and therefore do 
not diminish the productive capital of the country. If wine 
were much raised in price in consequence of taxation, it is 
probable that a man would rather forego the enjoyments of 
wine than make any important encroachments on his capital 
to he enabled to purchase it. They are so identified with price 
that the contributor is hardly aware that lie is paying a tax. 
But they have also their disadvantages. First, they never 
reach capital, and on some extraordinary occasions it may be 
expedient that even capital should contribute towards the public 
exigencies; and, secondly, there is no certainty as to the amount 
of the tax, for it may not reach even income. A man intent on 
saving will exempt himself from a tax on wine by giving up the 
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use of ii. The income of the country may be undiminished, 
and yet the state may be unable to raise a shilling by the tax. 

Whatever habit has rendered delightful will be relinquished 
with reluctance, and will continue to be consumed notwith¬ 
standing a very heavy tax; but this reluctance has its limits, 
and experience every day demonstrates that an increase in the 
nominal amount of taxation often diminishes the produce. One 
man will continue to drink the same quantity of wine, though 
the price of every bottle should be raised three shillings, who 
would yet relinquish the use of wine rather than pay four. 
Another will be content to pay four, yet refuse to pay five 
shillings. The same may be said of other taxes on luxuries: 
many would pay a tax of £5 for the enjoyment which a horse 
affords, who would not pay £10 or £20. It is not because they 
cannot pay more that they give up the use of wine ami of horses, 
but because they will not pay more. Every man has some 
standard in his own mind by which he estimates the value of 
his enjoyments, but that standard is as various as the human 
character. A country whose financial situation has become 
extremely artificial, by the mischievous policy of accumulating 
a large national debt, and a consequently enormous taxation, 
is particularly exposed to the inconvenience attendant on this 
mode of raising taxes. After visiting with a Lax the whole 
round of luxuries; after laj ing horses, carriages, wine, servants, 
and all the other enjoyments of the ricli under contribution; 
a minister is induced to have recourse to more direct taxes, 
such as income and property taxes, m gle< ting the golden maxim 
of M. Say, “ that the very best of all plans of finance is to spend 
little, and the best of all taxes is that which is the least in 
amount.” 



CHAPTER XVII 


TAXES ON OTHER COMMODITIES THAN RAW PRODUCE 

On the sunt principle that a tax on corn would raise the price 
of corn, a tax on anv other commodity would raise the [trice of 
that commodity. If the commodity did not rise !>y a sum equal 
to the tax. it would not give the same profit to the producer 
which he had before, and he would remove his capital to some 
other employment. 

Tile tax in" of all commodities, whether they be necessaries or 
luxuries, will, while money remains at an unaltered value, raise 
their prices by a sum at least equal to the tax. 1 A tax on the 
manufactured necessaries of the labotirei would hate the same 
elfeet on wages as a tax on corn, which differs from other neces¬ 
saries only by being the first and most important on the list; 
and it would produce precisely the same effects on the profits 
of stock and foreign trade, lint a tax on luxuries would have 
no other effect than to raise their price. It would fall wholly 
on the consumer, and could neither increase wages nor lower 
profits. 

Taxes which arc levied on a country for the purpose of sup¬ 
porting war, or for the ordinary expenses of the state, and which 
are chiefly devoted to the support of unproductive labourers, 
are taken from the productive industry of the country; and 
every saving which can he made from such expenses will be 

1 It observed !>v M S.iv, “ that a manutactur- r is not enabl* d to make 
the consumer pav the whole tax levied on his commodity, because its 
inn eased puce will diminish its consumption.” Should this be the case, 
should the consumption he diminished, will not the supply also specdilv 
be diminished 5 \\ hv should the manuf ictuivr continue in the trade if 

Ins protits are below the g. nerul level ? M Sav appears here also to have 
lot gotten tin* iloctune which he i New here supports, “that the cost of 
production detennincs the price, below which commodities cannot hill for 
any length of time, because production would be then cither suspt nded 
or diminished ”—Vol. 11 p 20 

“ The tax in this case falls then putlv on the consumer, who is obliged 
to give more for the commodity taxed, and partly on the producer, who, 
after deducting the tax, will receive less. The public treasury will be 
benefited bv what the purchaser pa\s m addition, and also by the sacutice 
which the producer is obliged to make of a part of his profits It is the 
effort of gunpowder, which acts at the same tune on the bullet which it 
projects and on the gun which it causes to recoil.”—\ ol. u. p. 333. 

Ibo 
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generally added to the income, if not to the capital of the con¬ 
tributors. When, for the expenses of a year's war, twenty 
millions are raised by means of a loan, it is the twenty millions 
which are withdrawn from the productive capital of the nation. 
The million per annum which is raised by taxes to pay the 
interest of this loan is merely transferred from those who pay 
it to those who receive it, from the contributor to the tax to 
the national creditor. The real expense is the tuentv millions, 
and not the interest which must be paid for it . 1 Whether the 
interest be or be not paid, the country will neither be richer nor 
poorer. Government might at once have required the twenty 
millions in the shape of taxes; in which case it would not have 
been necessary to raise annual taxes to the amount of a million. 
This, however, would not have changed the nature of the trans¬ 
action. An individual, instead of being called upon to pay 
£roo per annum, might have been obliged to pay £2000 once for 
all. It might also have suited his convenience rather to bonow 
this £2000, and to pay £100 per annum for interest to the lender, 
than to spare the larger sum front his own funds. In one cave, 
it is a private transaction between A and 15 , in the other gov ei 11- 
ment guarantees to I! the payment of interest to be equally 
paid by A. If the transaction had been of a private nature, no 
public record would be kept of it. and it would be a matter of 
comparative indifference to the country whether A faithfullv 
performed his contract to 35 or unjustly retained the £100 per 
annum in his own possession. The country would have a 
general interest in the faithful performance of a contract, but 
with respect to the national wialtli it would have no other 
interest than whether A or !! would make this {100 most pro¬ 
ductive; but on this question it would neither have the right 

1 " Melon savsthat the*d< l»t>*»f a n ttion an «!• btsduc from tlu* ii«ht haml 
to the 1 « ft, by which tin* 1 o<ly i> not vv« ala in d It is trm that tin- n* n< tal 
wraith l^ not (hmiiii-shnl by the |m\iii< nt of th* 1 m t« i* A on am irs of the 
<]i bt l hi* dividends arc a value which pisses fiotn the hand of t !»«■ enn- 
tubutor to the national rn Iiior: Win tin r it be tin national ei*ditor nt 
tin* coutilbutor who ar< umulati s or (oiimihio it i-s, I a«i*«, of little 
importance to the socn t\ , but the prim ip d of th» d* bt - what lias b< conn* 
of that? It cmm- s no more 'I lie conMimpti n whuh has follow* d the. 
loan has annil il.it< d a capita! which will m \« r m« Id any forth* i i« v* one 
'1 he sock tv i-> d*pnvrd not of tin aiiio’iut of int*i*st, ‘•im** that 
p is-.* s from one hand to tin other, but of th* revenue from a cl* strov* il 
capital. Ibis capital, if it bad b* mi *mpl*n*(l pr*)dm liv* ly by him who 
1 nt it to tin* state, would ecpiallv have voided Inni an income, but that 
income would have b *en dcn\««l fioiu a real production, ami would not 
have been furnish* d fi«»m th** p*x Jv«*t of a f* 11 * • vv fill/* n " Sav, vol u. 
p. 1 lus is both conceived and expressed in tin* true spmt of the 

science. 
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nor the ability to decide. It might be possible that, if A 
retained it for his own use, lie might squander it unprofitable, 
and it it were paid to J! he might add it to his capital and 
employ it productivity. And the converse would also be pos¬ 
sible; II might squandt r it, and A might employ it productively. 
With a view to wealth only, it might be equally or more desir¬ 
able that A should or should not pay it; but the claims of justice 
and good faith, a greater ulilitv, are not to be compelled to 
yield to those of a less; and accordingly, if tins state were called 
upon to interfere, the courts of justice would oblige A to perform 
hit contract. A debt guaranteed by the tuition differs in no 
respect from the above transaction, lustice and good faith 
demand that the interest of the national debt should continue 
to lie paid, and that those who have advanced their capitals 
for the general benefit should not be required to forego their 
equitable claims on the plea of cxpidicnev. 

Hut independently of tins t onsideration, it is by no means 
certain that polite al utility would gain anv thing by the sacrifice 
ol political integiity; it does by no means follow that the party 
exonerated Irom the pav nn nt of the interest of the national debt 
would employ it more ptoduct'velv than those to whom indis¬ 
putably it is due. by tain clling the national debt, one man’s 
income might be raised from £1000 to {1500, but another man's 
would be lowered from (1500 to £1000. These two men’s 
incomes now amount to fytoo; they would amount to no more 
then. If it be the object of government to raise taxes, there 
would be precisely the same taxable 1 apital and im ome in one 
case as m the other. It is not, then, hv the pavment of the 
interest on the national debt that a count rv is distressed, nor 
is it by the exoneiation Irom pavment that it can be relieved. 
It is only bv sav mg Irom uu ome. and relrent lung m expenditure, 
that the national < apital inn be increased; and neither the 
income would be inercuxul nor the expenditure diminished bv 
the annihilation of the national debt. It is bv the proluse 
expenditure ol govt rninent and of individuals, and by loans, 
that the country is impovctislnd: every lmasure, thcrelorc, 
which is 1 ulculatcd to promote public and private economy will 
relieve the public distiess; but it is error and delusion to suppose 
that a real national ditiu ulty can be removed by shilling it from 
the shoulders ol one class ol the eommumtv, who justlv might 
to bear it, to the shoulders of another mass, who, upon every 
principle of equity, ought to bear no more than the lr sjtare. 

From what 1 have said, it must not be inferred that I consider 
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the system of borrowing as the best calculated to defray the 
extraordinary expenses of the state. It is a s\ stem whu h tends 
to make us less thrifty -to blind us to our real situation. If the 
expenses of a war be 40 millions per annum, and the share which 
a man would have to contribute towards that annual expense 
were £ioo, he would endeavour, on being at once called upon 
for his portion, to save speedily the £100 trom his income. Hv 
the st stem of loans, lie is called upon to pay only the interest 
of this £100, or £5 per annum, and considers that lie does 
enough by sa\ ing this £5 from his expenditure, and then delude s 
himself with the belied that he is as rich as before. The whole 
nation, by reasoning and ae'ting in this manner, save onl\ the 
interest ol 40 millions, or two millions; and tInis mit onlv lost- 
all the interest or profit whudi 40 millions of capital, einplond 
productively, woulel afford, but also gX millions, the 1 ilille-re-m 1: 
betw een their savings and i-xpi-nditure-. I f, as 1 be lore observed, 
eae h man bad to make his own loan, anel contribute- his full 
proportion tei the exigein-ie-s of the state, as seiem as the- war 
e'eased taxation would erase, and we should immceliutelv (all 
into a natural state ed price-s. Out eif Ins pii\ate* tenuis, A 
might have to pav to Ji interest leer the- menu v he hot rowed 1 >f 
him during the war to enable' him to pay bis (junta of the' 
expense; but w itli this the- tut ion woiilel have no e one e-i n. 

A count iv whuli h is aeeumiilate d .1 laige debt is pl.nnl in 
a most artitieial situation; ami altliougli the- amount of taxes, 
anel the me reused pm e of labour, ln.ix not, ami I beluve dm s 
not, plan- it uml' r any othe r disaeb milage- with nspnt to 
foreign niuntries, ixnpi the unawiidalile one of paying tlni-.ii 
taxes, ve't it Ix-i-ome s the- inte n st ot e n 1 v conliilmtor to w itli- 
flraw his slienildi-r from the Inn tin 11, and to shlit this p.miu nt 
1 10m Innisi lf to anotlu-r; and tin- n inplation to re move hints* It 
and his e ,ipiLai to anothe r counti \, w he 1 > In w ill be- 1 xe mpte el 
from sm h hurtlu its be e mni s at last 1111 ust ilile-. and on rmnu-S 
the natural re 1 m tain e whi< Ii < x 1 r\ man lee Is to ipiit the pl.u '■ 
ol Ins I hi ill anel tin- si 1 m- of his 1 arly tissue lat ions. A nuinti y 
which has innilved itself in the eliltu ultu s att- mliag tins 
artitieial s\stein would tut wi-dv by ransoming Use It I10111 
them tit the sainlu-i- of any portion of its piop>rly whuli 
might lie m 1 e ss.irv to redeem its e|i lit. That whuli is wise- in 
an imh\ idual is wise also in a nation. A man who has £ 10,000, 
paying him an income ol (sco. out of whn h In has to pas £ 100 
per annum towards the- mu n st ol tin eh lit. is nails woith only 
£.S000, anel wnulel lie tejually ru.h, sslie tln-r he eontinuid to |>ay 
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£100 per annum, or at once, and for only once, sacrificed £2000. 
liut where, it is asked, would be the purchaser of the property 
which he must sell to obtain this £2000? The answer is plain: 
the national mditor, who is to receive this £2000, will want 
an investment for his money, and will be disposed either to lend 
it to the landholder, or manufacturer, or to purchase from them 
a part of the property of which they have to dispose. To such 
a payment the stockholders themsilves would largely contribute. 
This scheme has been often recommended, but we have, I fear, 
neither wisdom enough, nor virtue enough, to adopt it. It 
must, however, be admitted, that during peace, our unceasing 
efforts should be directed towards paying off that part of the 
debt which has been contracted during war; and that no temp¬ 
tation of relief, no desire of escape from present, and I hope 
temporary, distresses should induce us to relax in our attention 
to that great object. 

No sinking fund can be efficient for the purpose of diminishing 
the debt if it be not derived from the excess of the public 
revenue over the public expenditure. It is to be regretted that 
the sinking fund in this country is only such in name; for there 
is no excess of revenue above expenditure. It ought, by 
economy, to be made what it is professed to be, a really efficient 
fund for the payment of the debt. If, on the breaking out of 
any future war, we shall not have very considerably reduced 
our debt, one of two things must happen, either the whole 
expenses of that war must be defrayed by taxes raised from 
year to year, or we must, at the end of that war, if not before, 
submit to a national bankiuptcy; not that we shall be unable 
to bear any large additions to the debt; it would be difficult 
to set limits to the powers of a gnat nation; but assuredly 
there are limits to tile price, which in the form of perpetual 
taxation, individuals will submit to pay for the privilege merely 
of Ining in their native country . 1 

When a commodity is at a monopoly price it is at the very 
highest prii e at which the < ntiMimcis are willing to purchase it. 

1 ** Cmlit, in gcncial, is good, .is it allows capital" t*> leave tlnw hands 
when* thev an* not iisetullv tmploved, to pass into those where th»*v will 
be made pmdurtive- it di\erts a capital horn an cmplovment useful only 
to the capitalist, Mich as an investment m tin* public funds, to make it 
productive in the hands of imlustiv It tacihtates the «mplo\mints of 
all capitals, and leaves none umiuplovid ”—l con-muc Politiaui, p 463, 
vol n 4th (dition—This must be an ouiMght of M. Saw The capital 
ot the stockholder can never be m.nh* productive- it is, in fact, no capital. 
If he were to sell his stock, and employ tlv* capital he obtained for it, 
ptoductively, he could only do so bv detaching the capital of the buy* r 
of Ins stock from a productive employment. 
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Commodities are only at a monopoly price when by no possible 
device their quantity can be augmented; and when, therefore, 
the competition is wholly on one side -amongst the buyers. 
The monopoly price of one period may be much lower or higher 
than the monopoly price of another, because the competition 
amongst the purchasers must depend on their wealth, and their 
tastes and caprices. Those peculiar wines which arc pioducid 
in very limited quantity, and those works of art which, from 
their excellence or rarity, have acquired a lanciful \alue, will 
he exchanged for a very different quantity ol the produce of 
ordinary labour, according as the society is rich or poor, as it 
possesses an abundance or scarcity of such produce, or as it may 
be in a rude or polished state. The exchangeable value there¬ 
fore of a commodity which is at a monopoly price is nowhere 
regulatid by the cost of proehn lion. 

Raw produce is not at a monopoly price, because the market 
price of barley and wheat is as much regulatid by their cost of 
production as the market price of cloth and linen. The only 
difference is this, that one portion of the capital employed in 
agriculture regulates the price of corn, namely, that portion 
which p,i\s no n nt; whereas, in the production of manufactured 
comnioditu s, every portion ol i .ipit.il is employed with the same 
results; and as no portion pays rent, eveiv portion is equally 
a regulator of price: corn, and other raw produce, can lie aug¬ 
mented, too, in quantity, by the employ mint of more capital 
on the land, and therefore they are not at a monopoly price. 
There is competition among the si Hers, as well as amongst the 
buyers. This is not the ease in the production of those rare 
wines, and those valuable specimens of art, of which we have 
been speaking; tluir quantity i.mnot he increased, and their 
price is limited only by the extent of the power and will of the 
pun hasers. The ri nt of tluse vineyards may be raised beyond 
any moderately assignable limits, because no otlnr land being 
able to produce sin h Wines, none < an be brought into < ompetition 
with them. 

The corn and raw produce of a < oiintry may, indeed, for a time, 
sell at a monopoly price; hut they can do so permanently only 
when no more capital can he profitably employed on the lands, 
and when, therefore, their produce cannot be increased. At 
such time, every portion of land in cultivation, and every portion 
of capital employed on the land, will yield a rent, differing, 
indeed, in proportion to the difference- in the return. At such 
a time, too, any tax which may be imposed on the farmer will 
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fall on rent, and not on the consumer. He cannot raise the 
price of his corn, because, by the supposition, it is already at the 
highest price at which the purchasers will or can buy it. lie 
will not be satisfied with a lower rate of profits than that obtained 
by other capitalists, and, therefore, his only alternative will be 
to obtain a reduction of rent or to quit his employment. 

Mr. Iltiehanan considers corn and raw produce as at a 
monopoly price, because they yield a rent: all commodities 
which yield a rent, he supposes, must be at a monopoly price; 
and thence he infers that all taxes on raw produce would fall 
on the landlord, and not on the consumer. 1 he price of corn, 
he says, “ which always affords a rent, being in no respect 
influenced by the expenses of its production, those expenses 
must he paid out of the rent; and when they rise or fall, there¬ 
fore, the consequence is not a higher or lower price, but a higher 
or a lower rent. In this view, all taxes on farm servants, horses, 
or the implements of agriculture are in reality land-taxes— 
the burden falling on the farmer during the currency of his 
lease, and on the landlord when the lease comes to he renewed. 
Ill like manner, all those unproved implements of husbandry 
which save expense to the farmer, such as machines for thrashing 
and reaping, whatever gives him easier access to the market, 
such as good roads, canals, and bridges, though thc\ lessen the 
original cost of corn, do not lessen its market price. Whatever 
is saved hv those improvements, therefore, belongs to the land¬ 
lord as part of his rent. 

It is evident that if we yield to Mr. Buchanan the basis on 
which Ins argument is built, namely, that the price of corn 
always vields a rent, all the consequences which he contends 
for would follow of course, laxes on the farmer would then 
fall, not on the consumer, hut on rent; and all improvements 
tn husbandrv would increase rent: but 1 hope I have made it 
sufficiently clear that, until a country is cultivated in every 
part, and up to the highest degree, there is always a portion of 
capital entploved on the kind which vields no rent, and that it is 
this portion of capital, the result of which, as in manutacturcs, is 
divided between profits and wages, that regulates the price of 
com. The price of corn, then, which does not afford a rent, 
being influenced by the expenses of its production, those expenses 
cannot he paid out of rent. The consequence, therefore, of those 
expenses increasing, is a higher price, and not a lower rent. 1 

1 " Mamifacturmc industry increases its produce in proportion to tlie 
demand, and the price falls; but the produce >-/ land cannot be so increased ; 
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Tt is remarkable that both Adam Smith and Mr. Tluchanan, 
who entirely agree that taxes on raw produce, a land-tax, and 
tithes, all fall on the rent of land, and not on the consumers of 
raw produce, should nevertheless admit that taxes on malt 
would fall on the consumer of beer, and not on the rent of the 
landlord. Adam Smith’s argument is so able a statement of 
the view which I take of the subject of the tax on malt, and 
every other tax on raw produce, that 1 cannot refrain ftom 
offering it to the attention of the reader. 

“ The rent and profits of barley land must alwavs be nearly 
equal to those of other equally fertile and equallv well cultivated 
land. If they were less. some part of the barley land would 
soon be turned to some oilier purpose; and if they were greater, 
more land would soon be turned to the raising of harlev. When 
the ordinary price of anv particular produce of land is at what 
may be called a monopoly price, a tax upon it neecs'-.ti ilv reduces 
the rent and profit 1 of the land which grows it. A tax upon 
the produce of those precious vines arils, of which the wine (alls 
so much short of the effectual demand that its price is always 
above the natural proportion to that of other equallv fertile and 
equally well cultivated land, would necessarily reduce the rent 
and profit* of those vmevanh. The price of the wines being 
alreadv the highest that could be got for the quantity commonlv 
sent to market, it. could not be raced higher w it limit diminishing 
that quantity; and the quantity could not be diminished with¬ 
out still greater loss, bei.ui'e the lands could not lie turned to 
any other equallv valuable prodm e. The whole weight of the 
tax, therefore, would tall upon the rent and profit , 1 pioperlv 
upon the rail of the vmevard.”- “ Hut 1 ho ordinary price of 
harlev has never been a monopoly price; and the rent and profits 
of barley land have never been above their natural proportion 
to those of other equallv fertile and equally well cultivated land. 
The different taxis which have been impost d upon malt, beer, 
and ale hur^ ne,'er lowered the pine a/ barin'; have never 
reduced the rent and profit 1 of barley land. The price of malt 

and a high price i^ ^till mossarv to prevent the commnption from < \n til¬ 
ing the supply”—Kurban.in, \"1 i\ p 40 Is it \»> iMe that Mi 
Buchan.m cm sertou-dv a^sijt tliit the piodure of the ] md cannot bo 
increased if the demand mm -v - 

1 I wish thf word “ piofit ” h.id b«< n nmitb d I)r Smith must suppose 
the proiits nt tin t<nant> of the>e pniion- vim yards to be above the 
general rate of profits If tin v urn- not. tie v would not pay the tax, 
unlev, they could shift it • ith< r to the lamlloid or c< n anm r. 
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to the brewer has constantly risen in proportion to the taxes 
imposed upon it; and those taxes, together with the different 
duties upon beer and ale, have constantly cither raised the price, 
or, what comes to the same thing, reduced the quality of those 
commodities to the consumer. The final payment of those 
taxes has fallen constantly upon the consumer and not upon the 
producer.” On this passage Mr. Ituchanan remarks, “ A duty 
on malt never could reduce the price of barley, because, unless 
as much could lie made of barley by malting it as by selling it 
unmaltcd, the quantity required would not be brought to 
market. It is clear, therefore, that the price of malt must rise 
in proportion to the tax imposed on it, as the demand could not 
otherwise be supplied. The price of barley, however, is just as 
much a monopoly price as that of sugar; they both yield a rent, 
and the market price of both has equally lost all connection 
with the original cost.” 

It appears, then, to be (lie opinion of Mr. Buchanan, that 
a tax on malt would taisc the price of malt, but that a tax on 
the barley from which malt is made would not raise the price 
of barley; and, theiefoie, if malt is taxed, the tax will be [raid 
by the consumer; if barley is taxed, it will be paid by the land¬ 
lord, as he will receive a diminished rent. According to Mr. 
Buchanan, then, barley is at a monopoly price at the highest 
price which the purchasers are willing to give for it; but malt 
made of barley is not at a monopoly price, and consequently 
it can be raised in proportion to the taxes that may be imposed 
upon it. This opinion of Mr. Buchanan of the effects of a tax 
on malt appears to me to be in direct contradiction to the 
opinion he has given of a similar tax, a tax on bread. “ A tax 
on bread will be ultimately paid, not by a rise of price, but by 
a reduction of rent.” 1 Tf a tax on malt would raise the price of 
beer, a tax on bread must rube the price of bread. 

The following argument of M. Say is founded on the same 
views as Mr. Buchanan’s: “ The quantity of wine or corn which 
a piece of land will produce will remain nearly the same, what¬ 
ever may be the tax with which it is charged. The tax may- 
take away a half, or even three-fouiths of its net produce, or of 
its rent, if you please, yet the land would nevertheless be culti¬ 
vated for the half or the quarter not absorbed by the tax. The 
rent, that is to sav, the landlord's share, would merely be 
somewhat lower. The reason of this will be perceived if we 
consider that, in the case supposed, the quantity of produce 
* Vol. m. |>. J55 
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obtained from the land and sent to market will remain never¬ 
theless the same. On the other hand, the motives on which 
the demand for the produce is founded continue also the 
same. 

“ Now, if the quantity of produce supplied, and the quantity 
demanded, necessarily continue the same, notwithstanding the 
establishment or the increase of the tax, the price of that produce 
will not vary; and if the price do not vary, the consumer will 
not pay the smallest portion of this tax. 

“ Will it be said that the farmer, he who furnishes labour and 
capital, will, jointly with the landlord, bear the burden of this 
tax?—certainly not; because the circumstance of the tax has not 
diminished the number of farms to be let, nor increased the 
number of farmers. Since, in this instance also, the supply and 
demand remain the same, Lhe rent of farms must also remain 
the same. The example of the manufacturer of salt, who can 
only make the consumers pay a portion of the tax. and that 
of the landlord, who cannot reimburse himself in the smallest 
degree, prove the error of those who maintain, in opposition to 
the economists, that all taxes fall ultimately on the consumer. 
—Vol. li. p. 338. 

If the tax “ took away half, or even threc-fomths of the net 
produce of the land,” and the price of produce did not rise, how 
could those farmers obtain the usual profits of stock who paid 
very moderate rents, having that quality of land which required 
a much larger proportion ol lalxnir to obtain a given result than 
land of a more fertile quality? If the whole rent were remitted, 
they would still obtain lower profits than those in other trades, 
and would therefore not continue to cultivate their land, unless 
they could raise the price of its produce. If the tax fell on the 
farmers, there would be fewer farmers disposed to hire farms; 
if it fell on the landlord, many farms would not be let at all, for 
they would afford no rent. But from what fund would those 
pay the tax who produce corn without [laying any rent? It is 
quite clear that the tax must fall on the consumer, flow would 
such land as M. Say describes in the following passage pay a tax 
of one-half or three-fourths of its produce? 

“ We see in Scotland poor lands thus cultivated by the pro¬ 
prietor, and which could be cultivated by no other person. 
Thus, too, we see in the interior provinces of the United States 
vast and fertile lands, the revenue of which, alone, would not be 
sufficient for the maintenance of the proprietor. These lands 
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arc cultivated nevertheless, but it must be by the proprietor 
himself, or, in other words, he must add to the rent, which is 
little or nothing, the profits of his capital and industry, to enable 
him to live in competence. It is well known that land, though 
cultivated, yields no revenue to the landlord when no farmer 
will be willing to pay a rent for it: which is a proof that such 
land will give only the profits of the capital, .and of the industry 
necessary for its cultivation.”—Say, vol. ii. p. 127. 



CHAPTER XVIII 


POOR RATES 

We have seen that taxes on raw produce, and on the profits of 
the fanner, will fall on the consumer of raw produce; since, 
unless he had the power of remunerating himselt by an increase 
of price, the#ex would reduce his profits below the general level 
of profits, and would urge him to remove his capital to some 
other trade. \\ e have seen, too, that he could not, by deducting 
it from his rent, transfer the tn\ to his landlord: because that 
farmer who paid no rent would, equally with the cultivator of 
better land, be subject to the tax. whether it were laid on raw- 
produce or on the profits ol the tanner, f have also attempted 
to show that if a tax wcic general, and affected equally all 
profits, whether nianufat taring or agncultural. it would not 
operate citln r on the price ol goods or raw produce, but would 
be imnu diat< ly, as well as ultimately, paid b> the producers. 
A tax on rent, it has been obseivnl, would tall on the landlord 
only, and could not by any means be made to divolve on the 
tenant. 

'Pin. poor rate is a tax whcli pailakis of the natuie ol all 
these taxes, and, under diffcunt c m umstances, fails on the 
tonstiimr of raw produce and goods, on the profits of stock, 
and on the rent ol land. It is a tax which falls with peculiar 
weight on the profits of the faiimr, and tin relore inav be con¬ 
sidered as nth< tmg the pin e ol law pioduce. Avoiding to the 
digree in which it bears on manularturing and agricultural 
profits equally, it will be a general tax on the profits of stock, 
and will occasion no allciation in tin- pine of law produce and 
manufactures. In proportion to the farmer's inability to 
remunerate himself, by raising lb.- price of law pioduce lor 
that portion of the tax which peculiarly alf< < Is him, it will bo 
a tax on rent and will be paid by tin- landlord, lo know, then, 
the operation ol tin- poor rate at any particular time, we must 
aseirtain win llier at that time it wl'fc < ts in an c quid or an unequal 
degree the profits of the farmer and manuka turc r; and also 
whether the circumstances be sin b as to allord to tin- farmer 
the power of raising tin price of law produce. 

The poor rates arc: professed to lie levied on the farmer in 
171 
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proportion to his rent; and, accordingly, the farmer who paid 
a very small rent, or no rent at all, should pay little or no tax. 
If this were true, poor rates, as far as they are paid by the 
agricultural class, would entirely fall on the landlord, and could 
not he shifted to the consumer of raw produce. But I believe 
that it is not true; the poor rate is not levied according to the 
rent which a farmer actually pass to his landlord; it is propor¬ 
tioned to the annual value of his land, whether that annual 
value be given to it by the capital of the landlord or of the 
tenant. 

If two farmers rentid land of two different qftditics in the 
same parish, the one paying a rent of £100 per annum for 
50 acres of the most fertile land, and the other the same sum 
of £100 for 1000 acres of the least fertile land, they would pay 
the same amount of poor rates, if neither of them attempted 
to improve the land; but if the farmer of the poor land, pre¬ 
suming on a very long lease, should be induced, at a great 
expense, to improve the productive powers of his land, by 
manuring, draining, fencing, etc., he would contribute to the 
poor rates, not in proportion to the actual rent paid to the 
landlord, but to the actual annual value of the land. The rate 
might equal or exceed the rent; but whether it did or not, no 
part ol this rate would be paid by the landlord. It would have 
been previously calculated upon by the tenant; and if the price 
of produce were not sullicient to compensate him for all his 
expenses, together with this additional charge for poor rates, 
his improvements would not have been undertaken. It is 
evident, then, that the tax in this case is paid by the consumer; 
for if there had been no tale, the same improvements would 
have been undertaken, and the usual and general rate of profits 
would have been obtainid on the stock employed with a lower 
price of corn. 

Nor would it make the slightest difttuinv in this question if 
the landlord had made these improvum nt.s himsclt, and had in 
consequence r.usul his rent from £100 to {500; the rate would 
be equally ehargul to the consumer; for whether the landlord 
should expend a latge sum of money on his land would depend 
on the rent, or what is calltd rent, which he would receive as 
a remuneration for it; and this again would depend on the price 
of corn, or other raw produce, being sufficiently high, not only 
to cover this additional nnt, but also the rate to which the land 
would be subject. 1 f at the same time all manufacturing capital 
contributed to the poor rates in the same proportion as the 
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capital expended by the farmer or landlord in improving the 
land, then it would no longer be a partial tax on the profits of 
the farmer’s or landlords capital, but a tax on the capital of 
all producers; and, therefore, it could no longer be shilled 
either on the consumer of raw produce or on the landlord. The 
farmer’s profits would feel the effect of the rate no more than 
those of the manufacturer; and the former could not. any more 
than the latter, plead it as a reason for an advance in the price 
of his commodity. It is not the absolute but the relative tall 
of profits which prevents capital from being emploxed m any 
particular trftde: it is the difference of piotit which sends 
lapital from one. employment to another. 

It must be acknowledged, however, that in the at tual state 
of the poor rates, a much larger amount lalls on the tanner than 
on the manufacturer, in proportion to tluir uspntive profits; 
the farmer being rated according to the actual piodueiions 
which he obtains, the manufaeiiuer only according to the value 
of the buildings in which he winks, without any icgurd to the 
value of the maehinerv, labour, or stock which he mav employ, 
from this circumstance it follows that the faun r will be 
enabled to raise the price of his produce by this whole dilh rcncc. 
For sinre the tax falls unequallv, and peculiarly on bis ptofils, 
he would have less motive to devote his capital to the land 
than to employ it in some other trade, were not the price ol 
raw produce raised. It, on the contrary, the iat■ ■ had fallen 
with greater weight on the inantif.u Hirer than on the farnur, 
he would have bt cn enabled to raise the pn< e of his goods by 
the amount of the difference, for the same reason that the farmer 
under similar circumstances < mild i.usi the price of raw produce. 
In a society, therefore, whi< h is extending its agri< ulture, when 
poor ratts fall with peculiar weight on the land, they will lie 
paid partly by the employers of i.ipital in a diminution of the 
piolits of stock, and partly by the consumer of raw produce in 
its increased price. In such a state of things, the tax may, 
under some circumstances, be i ven advantageous rather than 
injurious to landlords; for if the tax paid by the cultivator of 
the worst land be higher in proportion to the quantity of pro¬ 
duce obtained than that paid by the farmers of the more fertile 
lands, the rise in the price of corn, wln< li will extend to all forn, 
will more than compensate the latter for the ta . This advan¬ 
tage will remain with them during the contuuiani e of their 
leases, but it will afu rwards be transferred to their landlords. 
This, then, would be tlv cfh ct of poor rates in an advaiu ing 
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society; but in a stationary, or in a retrograde country, so far 
as capital could not Ire withdrawn from the land, if a further 
rate were levied for the support of the poor, that part of-it which 
fell on agriculture would be paid, during the current leases, by 
the farmers; but, at the expiration of those leases it would 
almost wholly fall on the landlords. The farmer, who, during 
his former lease, had expended his capital in improving his land, 
if it were still in his own lands, would be rated for this new tax 
according to the new value which the land had acquired by its 
improvement, and this amount he would be obliged to pay 
during his lease, although his profits might thereby be reduced 
Mow the general rate of profits; for the capital which he has 
expended may be so incorporated with the land that it cannot 
be removed from it. If, indeed, he or his landlord (should it 
have been expended by him) were able to remove this capital, 
and thereby reduce the annual value of the land, the rate would 
proportionally fall; and as the produce would at the same time 
be diminished, its price would rise; he would be compensated 
for the tax by «lunging it to the consumer, and no pait would 
fall on rent; but tins is impossible, at least with respect to some 
proportion of the capital, and consequently in that proportion 
the tax will be paid by the farmers during their leases, and by 
landlords at their expiration. This additional tax, if it fell 
with peculiar severity on manufacturers, which it does not, 
would, under su< h circumstances, be added to the price of their 
goods; for there i an be no reason why their profits should be 
rcdui ed below the general rate of profits when their capitals 
might be easily removed to agriculture. 1 

1 In a former part ot this work [ haw- iiolireil the difference between 
rent, pmptilv so railed, and tin remain 1 atmn paid to the landlord under 
that name tor the adv autagt s which the expenditure of In', capital has 
procured to his tenant, but I did not perhaps sufficiently distinguish the 
difference winch would arise from tin- dith rent modes in which this capital 
might be appln d As a part of this capital, when once expended in the 
improvement of a farm, is inse parable amalgamated with the land, and 
tends to increase its productive powers, tin- remuneration paid to the 
landlord foi its use is stitelly of the nature of rent, and is subject to all 
the laws of lent Whether the improvement be made* at the expense* of 
the lamlleuel e>r the tenant, it will not be* undeitaken m the tirst instance 
unless there is a strong probability that the re-turn will at least be equal to 
the* profit that can be made bv the disposition of anv either equal capital; 
but when once made, tlie return obtained will ever alte r be wholly of the* 
nature of rent, and will be* subject to all the van.itmils e»f re*nt. Some of 
these expenses, however, only give advantages to the land for a limited 
period, and do not add permanently to its pnnluctive powers- being 
bestowed on buildings, and other perishable inipnw ements, they reepurc 
to be constantly renewed, and thereteiro do not obtain for the landlord any 
permanent addition to lus real rent. 



CHAPTER XIX 

ox sudden niwr.rs in the cim.nneis of trade 


A great manufacturing country is p. ruliaily exposed to tem¬ 
porary reverses and . outing, nctes. produced 1 >> die removal 
ol c .rpit.il from one employment to another. Hie di mauds (or 
the produce of agriculture arc unitonn: thev are not under the 
influence of fashion, prejudice, or capnce. To sustain hie, food 
is necessary, and the demand lor food must lontmue in .ill ag.s 
and in all’countries. It is different with manufactuies; the 
demand for any particular manulai tured eommoditv is suh|ect, 
not only to the wants, hut to the tastes and <upiicc of the 
purchasers. A new ta\, too, may destroy the comparative 
advantage which a country helore possissul m the tnanufai lure 
ot a particular eommoditv , or the ellei ts of wa r mav so raise 
the freight and insurance on its (onveyame, that H can no 
longer enter into competition with the home munulaoturc of 
the country to which it was helore exported. In all such cases, 
considetahlc distress, and no douht some loss, will he experi¬ 
enced hv those who are engaged in the manulai lure of such 
commodities; and it will he hit, not only at the time of the 
change, hut through the whole interval during win. It they are 
removing their capitals, and the labour which they can com¬ 
mand, from one emplovment to anotln r. 

Xor will distress he expert, n.ed m that country alone where 
such difficulties originate, hut in the countries to which its 
commodities were before exported No country can long 
import, unless it also exports, or .an long export miles- it also 
imports. If, then, any < in umstanee should o.. ur win. It 
should permanently prevent a country from importing the 
usual amount of foreign commo.hl ics. it will tie*. ssanlv dimmish 
the manufacture of some of those commodities win. h were 
usuallv exported: and although the total value of the produc¬ 
tions of the country will probably be hut little altered, since the 
same eaohal will he employed vet thev w ill not he equally abund¬ 
ant and cheat): and considerable distress will he experienced 
through the change of employments. If, by the employment 
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we imported annually 3000 pair of silk stockings of the value 
of £2000, and by the interruption of foreign trade we should 
be obliged to withdraw this capital from the manufacture of 
cotton, and employ it ourselves in the manufacture of stock¬ 
ings, we should still obtain stockings of the value of £2000, 
provided no part of the capital were destroyed; but instead of 
having 3000 pair, we might only have 2500. In the removal 
of the capital from the cotton to the storking trade, much 
distress might be experienced, but it would not considerably 
impair the value of the national property, although it might 
lessen the quantity of our annual productions. 1 

The commencement of war after a long peace, or of peace 
after a long war, generally produces considerable distress in 
trade. It changes in a great degree the nature of the employ¬ 
ments to which the respective capitals of countries were before 
devoted; anil during the interval while they are settling in the 
situations which new circumstances have made the most bene¬ 
ficial, much fixed capital is unemployed, perhaps wholly lost, 
and labourers are without full employment. The duration of 
this distress will be longer or shorter according to the strength 
of that disinclination which most men feel to abandon that 
employment of their capital to which they have long been 
accustomed. It is often protracted, too, by the restrictions 
and prohibitions to which the absurd jealousies which prevail 
between the different states of the commercial commonwealth 
give rise. 

The distress which proceeds from a revulsion of trade is often 
mistaken for that which accompanies a diminution of the 
national capital and a retrograde state of society; and it would 
perhaps be difficult to point out any marks by which they may 
be accurately distinguished. 

When, however, such distress immediately accompanies a 

1 " Commerce enables us to obtain a comma,litv m the place where it is 
to be found, and to c mvrv it to another whore it is to he consumed; it 
therefore nives us tin* power of increasing the value of the commodity, 
by the whole difference between it;* price m the fu>t of these places and 
its price in the second.*’—M. Sav, p. vol. u—True, but how is this 
additional value given to it? By adding to the cost of production, fust, 
tho expenses of conveyance; secondh, the profit on the advances of 
capital made by the moichant The commodity is only more valuable 
for the same reasons that every other commodity may become more 
valuable, because more labour is expended on its production and con¬ 
veyance before it is purchased by the consumer This must not he 
mentioned as one of the advantages of commerce. When the subject is 
more closely examined, it will be found that the whole benefits of com¬ 
merce resolve themselves into the means which it gives us of acquiring, 
not more valuable objects, but more useful ones. 
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change from war to peace, our knowledge of the existence of 
such a cause will make it reasonable to believe that the funds 
for the maintenance of labour have rather been diverted from 
their usual channel than materially impaired, and that, after 
temporary suffering, the nation will again advance in prosperity. 
It must be remembered, too, that the retrograde condition is 
always an unnatural state of society. Man from youth grows 
to manhood, then decays, and dies; but this is not the progress 
of nations. When arrived to a state of the greatest vigour, 
their further advance may indeed be arrested, but their natural 
tendency is to continue for ages to sustain undiminished their 
wealth and their population. 

In rich and powerful countries, where large capitals are 
invested in machinery, more distress will be experienced from 
a revulsion in trade than in poorer countries where there is 
proportionally a much smaller amount of fixed, and a much 
larger amount of circulating capital, and where consequently 
more work is done by the labour of men. It is not so diflicult 
to withdraw a circulating as a fixed capital from any employ¬ 
ment in which it may be engaged. It is often impossible to 
divert the machinery which may have been erected for one 
manufacture to the purposes of another; but the clothing, the 
food, and the lodging of the labourer in one employment may 
be devoted to the support of the labourer in another; or the 
same labourer may receive the same food, clothing, and lodging, 
whilst his employment is changed. This, however, is an evil 
to which a rich nation must submit; and it would not be more 
reasonable to complain of it than it would be in a rich merchant 
to lament that his ship was cx])oscd to the dangers of the sea, 
whilst his poor neighbour's cottage was safe from all such 
hazard. 

From contingencies of this kind, though in an inferior degree, 
even agriculture is not exempted. War, which, in a commercial 
country, interrupts the commerce of states, frequently prevents 
the exportation of corn from countries where it can he produced 
with little cost to others not so favourably situated. l;nder 
such circumstances an unusual quantity of capital is drawn to 
agriculture, and the Country which before imported becomes 
independent of foreign aid. At the termination of the war, the 
obstacles to importation arc removed, and a competition 
destructive to the home-grower commences, from which he is 
unable to withdraw without the sacrifice of a great part of his 
capital. The best policy of the state would be to lay a tax, 
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decreasing in amount from time to time, on the importation of 
foreign com, for a limited number of years, in order to afford 
to the home-grower an opportunity to withdraw his capital 
gradually from the land. 1 In so doing, the country might not 
be making the most advantageous distribution of its capital, 
but the temporary tax to which it was subjected would be for 
the advantage of a particular class, the distribution of whose 
capital was highly useful in procuring a supply of food when 
importation was stopped. If such exertions in a period of 
emergency were followed by a risk of ruin on the termination 
of the difficulty, capital would shun such an employment. 
Besides the usual profits of stock, farmers would expect to be 
compensated for the risk which they incurred of a sudden influx 
of corn; and, therefore, the price to the consumer, at the 
seasons when he most required a supply, would he enhanced, 
not only by the superior cost of growing corn at home, hut also 
by the insurance which lie would have to pay in the price for 
the peculiar risk to which this employment of capital was 
exposed. Notwithstanding, then, that it would be more pro¬ 
ductive of wealth to the country, at whatever sacrifice of capital 
it might he done, to allow the importation of cheap corn, it 
would, perhaps, be advisable to charge it with a duty for a few' 
years. 

Iu examining the question of rent, we found that, with even- 
increase in the supply of corn, and with the consequent fall of 
its price, capital would he withdrawn from the poorer land, and 
land of a better description, which would then pay no rent, 
1 In tin* last volume of the 'supplement to the kncycbptrdia Hrttanmcu , 
article “ Corn Laws and Trade,” are the following e\cell« at suggestions 
anti observations:—“ If we shall at anv fnlme pi nod think ot retracing 
our steps, in order to give time to withdraw capital from the cultivation 
of our poor soils, and to invest it in more lucrative employments, a gradually 
diminishing scale of duties may he adopted. The price .it wliirh foreign 

f ;rain should be admitted duty free may be made to decrease from 8as , 
ts present limit, by 4s. or 5s. per quarter annually till it reaches 5os , 
when the ports could safely be thrown open, and the restrictive system 
be for ever abolished. When this happy event shall have taken place, it 
will be no longer necessary to force nature. The capital and enterprise of 
the country will be turned into those departments of industry in which 
our physical situation, national character, or political institutions fit us to 
excel. The corn of Poland and the raw cotton of Carolina will be ex¬ 
changed for the wares of lUrmingham and the muslins of (ilasgow The 
genuine commercial spirit, that which permanently secures the prosperity 
of nations, is altogether inconsistent with the dark and shallow policy of 
monopoly. The nations of the earth are like provinces «d the same king¬ 
dom—a free and unfettered intercourse is alike productive of general and 
of local advantage.” The whole at tide is well worthy of attention; it is 
very instructive, is ably wutlcn, and shows that the author is completely 
master of the subject. 
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would become the standard by which the natural price of com 
would be regulated. At £4 per quarter, land of an inferior 
quality, which may be designated by No. 6, might be cultivated; 
at £3 ios., No. 5; at £3, No. 4, and so on. If corn, in conse¬ 
quence of permanent abundance, fell to £3 ios., the capital 
employed on No. 6 would cease to be employed; for it was only 
when corn was at £4 that it could obtain the general profits, 
even without paying rent: it would, therefore, be withdrawn 
to manufacture those commodities with which all the com 
grown on No. 6 would be purchased and imported. In this 
employment it would necessarily be more productive to its 
owner, or it would not be withdrawn from the other; for if he 
could not obtain more corn by purchasing it with a commodity 
which lie manufactured than he got from the land for which he 
paid no rent, its price could not be under £4. 

It has, however, been said, that capital cannot be withdrawn 
from the land; that it takes the form of expenses which cannot 
be recovered, such as manuring, fencing, draining, etc., which 
arc necessarily inseparable from the land. This is in some 
degree true; but that capital which consists of cattle, sheep, 
hay and corn ricks, carts, etc., may be withdrawn; and it 
always becomes a matter of calculation whether these shall 
continue to be employed on the land, notwithstanding the low 
price of corn, or whether they shall be sold, and their value 
transferred to another employment. 

Suppose, however, the fact to be as stated, and that no part 
of the capital could be withdrawn; 1 the farmer would continue 
to raise com, and precisely the same quantity, too, at whatever 
price it might sell; for it could not be his interest to produce 


■Whatever capital becomes lived on the land must necessarily be the 
landlord's, and not the tenant's, at the expiration of the lease. Whatever 
compensation the landlord mav receive for this capital on rc-letting Ids 
land will appear in the form of rent; but no rent will be paid if, witli a 
given capital, more rom can be obtained from abroad than can lie giown 
on this land at home. If the circumstances of the soeii ty should require 
com to be imported, and 1000 quarters can be obtained by the employ¬ 
ment Of a given capital, and if this land, with the employment of the same 
capital, will yield 1100 quarters, roo quarters will mcessarilv go to rent; 
but if 1200 can be got from abroad, then tins land will go out of cultivation, 
for it will not then yield even the general rate of profit. Uut this is no 
disadvantage, however great the capital may have been that had been 
expended on the land. Such capital is spent with a view to augment the 
produce—that, it should be remembered, is the end; of what importance, 
then, can it he to the society whether half its capital he sunk in valuc,.or 
even annihilated, if they obtain a great annual quantity of production? 
Those who deplore the loss of capital in this case arc for sacrificing the end 
to the means. 
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less, and if he did not so employ his capital, he would obtain 
from it no return whatever. Com would not be imported, 
because he would sell it lower than £3 10s. rather than not sell 
it at all, and by the supposition the importer could not sell it 
under that price. Although, then, the farmers, who cultivated 
land of this quality, would undoubtedly be injured by the fall 
in the exchangeable value of the commodity which they pro¬ 
duced—how would the country be affected? We should have 
precisely the same quantity of every commodity produced, but 
raw produce and corn would sell at a much cheaper price. The 
capital of a country consists of its commodities, and as these 
would be the same as before, reproduction would go on at the 
same rate. This low price of corn would, however, only afford 
the usual profits of stock to the land No. 5, which would then 
pay no rent, and the rent of all better land would fall: wages 
would also fall, and profits would rise. 

However low the price of corn might fall, if capital could not 
be removed from the land, and the demand did not increase, no 
importation would take place, for the same quantity as before 
would be produced at home. Although there would be a 
different division of the produce, and some classes would be 
benefited and others injured, the aggregate of production would 
be precisely the same, and the nation collectively would neither 
be richer nor poorer. 

But there is this advantage always resulting from a relatively 
low price of corn—that the division of the actual production is 
more likely to increase the fund for the maintenance of labour, 
inasmuch as more will be allotted, under the name of profit, 
to the productive class — a less, under the name rent, to the 
unproductive class. 

This is true, even if the capital cannot be withdrawn from the 
land, and must be employed there, or not be employed at all; 
but if great part of the capital can be withdrawn, as it evidently 
could, it will be only withdrawn when it will yield more to the 
owner by being withdrawn than by being suffered to remain 
where it was; it will only be withdrawn then, when it can else¬ 
where be employed more productively both for the owner and 
the public. He consents to sink that part of his capital which 
cannot be separated from the land, because with that part 
which he can take away he can obtain a greater value, and a 
gteater quantity of raw produce, than by not sinking this part 
of the capital. His case is precisely similar to that of a man 
who has erected machinery' in his manufactory at a great 
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expense, machinery which is afterwards so much improved upon 
by more modern inventions that the commodities manufactured 
by him very much sink in value. It would be entirely a matter 
of calculation with him whether he should abandon the old 
machinery, and erect the more perfect, losing all the value of 
the old , or continue to avail himself of its comparatively feeble 
powers. Who, under such circumstances, would exhort him to 
forego the use of the better machinery, because it would deterior¬ 
ate or annihilate the value of the old ? Yet, this is the argument 
of those who would wish us to prohibit the importation of corn, 
because it will deteriorate or annihilate that part of the capital 
of the farmer which is for ever sunk in land. They do not 
see that the end of all commerce is to increase production, and 
that, by increasing production, though you may occasion partial 
loss, you increase the general happiness. To be consistent, they 
should endeavour to arrest all improvements in agriculture and 
manufactures, and all inventions of machinery; for, though 
these contribute to general abundance, and therefore to the 
general happiness, they never fail, at the moment of their intro¬ 
duction, to deteriorate or annihilate the value of a part of the 
existing capital of farmers and manufacturers.' 

Agriculture, like all the other tradis, and particularly in a 
commercial country, is subject to a reaction, which, in an 
opposite direction, succeeds the action of a strong stimulus. 
Thus, when war interrupts the importation of corn, its conse¬ 
quent high price attracts capital to the land, from the large 
profits which such an employment of it affords; this will pro¬ 
bably cause more capital to be employed, and more raw produce 
to be brought to market than the demands of the country 
require. In such case, the price of corn will fall from the effects 
of a glut, and much agricultural distress will be produced, till 
the average supply is brought to a level with the average demand. 

* Among the most able of the publications on the impolicy of restricting 
the importation of corn may be clasvd Major lorrens' Assay on the 
External Corn Trade. Hts arguments appear to me to be unanswered, 
and to be unanswerable. 



CHAPTER XX 


VALUE AND RICHES, THEIR DISTINCTIVE PROPERTIES 

“ A man is rich or poor,” says Adam Smith, “ according to the 
degree in which he can afford to enjoy the necessaries, con¬ 
veniences, and amusements of human hie.” 

Value, then, essentially differs from riches, for value depends 
not on abundance, but on the difficulty or facility of production. 
The labour of a million of men in manufactures will always 
produce the same value, but will not always produce the same 
riches. l!y the invention of machinery, by improvements in 
skill, by a better division of labour, or by the discovery of new 
markets, where more advantageous exchanges may be made, 
a million of men may produce double or treble the amount of 
riches, of “ necessaries, conveniences, and amusements,” in one 
state of society that they could produce in another, but they 
will not on that account add anything to value; for everything 
rises or falls in value in proportion to the facility or difficulty 
of producing it, or, in other words, in proportion to the quantity 
of labour employed on its production. Suppose, with a given 
capital, the labour of a certain number of men produced 1000 
pair of stockings, and that by inventions in machinery the same 
number of men can produce 2000 pair, or that they can continue 
to produce 1000 pair, and can produce besides 500 hats; then 
the value of the 2000 pair of stockings, or of the 1000 pair of 
stockings and 500 hats, will be neither more nor less than that 
of the 1000 pair of stockings before the introduction of machinery; 
for they will be the produce of the same quantity of labour. 
Hut the value of the general mass of eommodities will neverthe¬ 
less be diminished; for, although the value of the increased 
quantity produced in consequence of the improvement will be 
the same exactly as the value would have been of the less 
quantity that would have been produced, had no improvement 
taken place, an effect is also produced on the portion of goods 
still unconsumed, which were manufactured previously to the 
improvement; the value of those goods will be reduced, inas¬ 
much as they must fall to the level, quantity for quantity, of 
the goods produced under all the advantages of the improve- 
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ment: and the society will, notwithstanding the increased 
quantity of commodities, notw ithstanding its augmented riches, 
and its augmented means of enjoyment, have a less amount of 
value. By constantly increasing the facility of production, we 
constantly diminish the value of some of the commodities before 
produced, though by the same means we not only add to the 
national riches, but also to the power of future production. 
Many of the errors in political economy have arisen from errors 
on this subject, from considering an increase of riches, and an 
increase of value, as meaning the same tiling, and from un¬ 
founded notions as to what constituted a standard measure of 
value. One man considers money as a standard of value, and 
a nation grows richer or poorer, according to him, in proportion 
as its commodities of all kinds can exchange for more or less 
money. Others represent money its a very convenient medium 
for the purpose of barter, but not as a proper measure by which 
to estimate the value of other things; the real measure of value 
according to them is corn, 1 and a country is rich or poor accord¬ 
ing as its commodities will exchange for more or less corn.* 
There are others again who consider a country rich or poor 
according to the quantity of labour that it can purchase. But 
w hy should gold, or corn, or labour, be the standard measure of 
value, more than coals or iron?—more than cloth, soap, randies, 
and the other necessities of the labourer?—why, in short, 
should any commodity, or all commodities together, be the 
standard, when such a standard is itself subject to fluctuations 
in value? Corn, as well as gold, may from difficulty or facility 
of production vary io, 20, or 30 per cent, relatively to other 
things; why should we always say that it is those other things 
which have varied. and not the corn ? That commodity is alone 
invariable which at all times requires the same sacrifice of toil 
and labour to produce it. Of such a commodity we have no 
knowledge, but we may hypothetically argue and speak about 
it as if we had; and may improve our knowledge of the science 


1 Adam Smith says, " that the difference between the real and the 
tmimnal price of commodities and labour is not a matter of mere specula¬ 
tion, but may sometimes be of considerable use in practice." I agree with 
him; but the real price of labour and commodities is no more to be ascer¬ 
tained by their price in goods, Adam Smith's real measure, than by their 
price in gold and silver, his nominal measure. 1 he labourer is only paid 
a really high price for his labour when his wages will purchase the produce 
of a great deal of labour. 

* In vol i. p. 108, M. Say infers that silver is now of the same value 
as in the reign of I.ouis XIV., “ because the same quantity of silver wtU 
buv the same quantity af corn.” 

*G lM 
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by showing distinctly the absolute inapplicability of all the 
standards which have been hitherto adopted. But supposing 
either of these to be a correct standard of value, still it would 
not be a standard of riches, for riches do not depend on value. 
A man is rich or poor according to the abundance of necessaries 
and luxuries which he can command; and whether the ex¬ 
changeable value of these for money, for corn, or for labour be 
high or low, they will equally contribute to the enjoyment of their 
possessor. It is through confounding the ideas of value and 
wealth, or riches, that it has been asserted that by diminishing 
the quantity of commodities, that is to sav, of the necessaries, 
conveniences, and enjoyments of human life, riches may be 
increased. If value were the measure of riches, this could not 
be denied, because by scarcity the value of commodities is 
raised; but if Adam Smith be correct, if riches consist in neces¬ 
saries and enjoyments, then they cannot be increased by a 
diminution of quantity. 

It is true that the man in possession of a scarce commodity 
is richer, if by means of it he can command more of the neces¬ 
saries and enjoyments of human life; but as the general stock 
out of which each man's riches are drawn is diminished in 
quantity by all that any individual takes from it, other men's 
shares must necessarily be reduced in proportion as this favoured 
individual is able to appropriate a greater quantity to himself. 

Let water become scarce, says Lord Lauderdale, and be 
exclusively possessed by an individual, and you will increase 
his riches, because water will then have value; and if wealth 
be the aggregate of individual riches, you will by the same means 
also increase wealth. You undoubtedly will increase the riches 
of this individual, but inasmuch as the farmer must sell a part 
of his com, the shoemaker a part of his shoes, and all men give 
up a portion of their possessions for the sole purpose of supplying 
themselves with water, which they before had for nothing, they 
are poorer by the whole quantity of commodities which they 
are obliged to devote to this purpose, and the proprietor of water 
is benefited precisely by the amount of their loss. The same 
quantity of water, and the same quantity of commodities, are 
enjoyed by the whole society, but they are differently distri¬ 
buted. This is, however, supposing rather a monopoly of water 
than a scarcity of it. If it should be scarce, then the riches of 
the country and of individuals would be actually diminished, 
inasmuch as it would be deprived of a portion of one of its 
enjoyments. The fanner would not only have less com to 
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exchange for the other commodities which might be necessary 
or desirable to him, but he, and every other individual, would 
be abridged in the enjoyment of one of the most essential of 
their comforts. Not only would there be a different distribution 
of riches, but an actual loss of wealth. 

It may be said, then, of two countries possessing precisely the 
same quantity of all the necessaries and comforts of life, that 
they are equally rich, but the value of their respective riches 
would depend on the comparative facility or difficulty with 
which they were produced. For if an improved piece of 
machinery should enable us to make two pair of stockings 
instead of one, without additional labour, double the quantity 
would be given in exchange for a yard of cloth. If a similar 
improvement be made in the manufacture of cloth, stockings 
and cloth will exchange in the same proportions as before, but 
they will both have fallen in value; for in exchanging them for 
hats, for gold, or other commodities in general, twice the former 
quantity must be given. Extend the improvement to the pro¬ 
duction of gold, and every other commodity, and they will all 
regain their former proportions. There will be'double the 
quantity of commodities annually produced in the country, 
and therefore the wealth of the country will be doubled, but this 
wealth will not have increased in value. 

Although Adam Smith has given the correct description of 
riches which I have more than once noticed, he afterwards 
explains them differently, and says, “ that a man must be rich 
or poor according to the quantity of labour which he can afford 
to purchase.” Now, this description differs essentially from 
the other, and is certainly incorrect; lor suppose the mines were 
to become more productive, so that gold and silver fell in value, 
from the greater facility of their production; or that velvets 
were to be manufactured with so much less labour than before, 
that they fell to half their former value; the riches of all those 
who purchased those commodities would be increased; one 
man might increase the quantity of his plate, another might buy 
double the quantity of velvet; but with the possession of this 
additional plate and velvet, they could employ no more labour 
than before; because, as the exchangeable value of velvet and 
of plate would be lowered, they must part with proportionally 
more of these species of riches to purchase a day’s labour. 
Riches, then, cannot be estimated by the quantity of labour 
which they can purchase. 

From what has been said, it will be seen that the wealth of a 
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country may be increased in two ways: it may be increased by 
employing a greater portion of revenue in the maintenance of 
productive labour, which will not only add to the quantity, but 
to the value of the mass of commodities; or it may be increased, 
without employing any additional quantity of labour, by making 
the same quantity more productive, which will add to the 
abundance, but not to the value of commodities. 

In the first case, a country would not only become rich, but the 
value of its riches would increase. It would become rich by 
parsimony—by diminishing its expenditure on objects of luxury 
and enjoyment, and employin': those savings in reproduction. 

In the second case, there will not necessarily be either any 
diminished expenditure on luxuries and enjoyments, or any 
increased quantity of productive labour employed, but, with 
the same labour, more would be produced; wealth would 
increase, but not value. Of these two modes of increasing 
wealth, the last must be preferred, since it produces the same 
effect without the privation and diminution of enjoyments 
which can never fail to accompany the first mode. Capital is 
that part of the wealth of a country which is employed with a 
view to future production, and may be increased in the same 
manner as wealth. An additional capital will be equally 
efficacious in the production of future wealth, whether it be 
obtained from improvements in skill and machinery, or from 
using more revenue reproduet ively; for wealth always depends 
on the quantity of commodities produced, without any regard 
to the facility with which the instruments employed in produc¬ 
tion may have been procured. A certain quantity of clothes 
and provisions will maintain and employ the same number of 
men, and will therefore procure the same quantity of work to 
be done, whether they be produced by the labour of 100 or 200 
men; but they will be of twice the value if 200 have been 
employed on their production. 

M. Sav, notwithstanding the corrections he has made in the 
fourth and last edition of his work. Trait’} d'Economic Politique , 
appears to me to have been singularly unfortunate in his defini¬ 
tion of riches and value. He considers these two terms as 
synonymous, and that a man is rich in proportion as he increases 
the value of his possessions, and is enabled to command an 
abundance of commodities. “ The value of incomes is then 
increased,” he observes, " if they can procure, it does not signify 
by what means, a greater quantity of products.” According 
to M. Say, if the difficulty of producing cloth were to double. 
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and consequently cloth was to exchange for double the quantity 
of the commodities for which it is exchanged before, it would be 
doubled in value, to which I give my fullest assent: hut if there 
were any peculiar facility in producing the commodities, and no 
increased difficulty in producing cloth, and cloth should in 
consequence exchange as before for double the quantity of 
commodities, M. Say would still say that doth had doubled in 
value, whereas, according to mv view of the subject, he should 
say, that cloth retained its former value, and those particular 
commodities had fallen to half their former value. Must not 
M. Say be inconsistent with himself when he says that, bv 
facility of production, two sacks of com may be produced by 
the same means that one was produced before, and that each 
sack will therefore fall to half its former value, and vet maintain 
that the clothier who exchanges his cloth for two sacks of corn 
will obtain double the value he before obtained, when he could 
only get one sack in exchange for his cloth. If two sacks be 
of the value that one was of before, he ev identlv obtains the 
same value and no more—he gets, indeed, double the quantity 
of riches—double the quantity of utility double the quantity 
of what Adam Smith calls value in use, but not double the 
quantity of value, and therefore M. Say cannot be right in con¬ 
sidering value, riches, and utility to be svnonymous. Indeed, 
there are many parts of M. Say's work to which I can confidently 
refer in support of the doctrine which I maintain respei ting the 
essential difference between value and riches, although it must 
be confessed that there are also various other passages in which 
a contrary doctrine is maintained. These passages I cannot 
reconcile, and I point them out by [Hitting them in opposition 
to each other, that M. Say may, if he should do me the honour 
to notice these observations in any future edition of bis work, 
give such explanations of his views as may remove the difficulty 
which many others, as well as myself, feel in our endeavours to 
expound them. 

1 In the exchange of two pro- stimed to create a product 

ducts, we only in fact exchange constitute the cost of produc- 

the productive services which tmn of that product . p. 405 

have served to create them. 4. It is utility which determines 
p. 504 the demand lor a commodity, 

2 . There is no real dearness but but it is the ro,t of its pro- 

that which arises from the cost ductiou which limits the extent 

of production. A thine really of its demand. When its 

dear is that which costs much utility does not elevate its 

in producing ■ . p. 497 value to the level of the cost of 

j. The value of all the productive production, the thing is not 

services that must be con- worth what it cost; it is a 
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proof that the productive ser¬ 
vices might be employed to 
create a commodity of a 
superior value. The posses¬ 
sors of productive funds, that 
is to snv, those who have the 
disposal of labour, of capital or 
laud, are perpetually occupied 
in comparing the cost of pro¬ 
duction with the value of the 
things produced, or, which 
comes to the same thing, m 
comparing the value of dif¬ 
ferent commodities with each 
other; because the cost of pro¬ 
duction is nothing else but the 
value of productive services, 
consumed in forming a pro¬ 
duction; and the value of a 
productive service is nothing 
else than the value of the com¬ 
modity which is the result. 
The value of a commodity, the 
value of a productive service, 
the value of the cost of pro¬ 
duction, arc all, then, similar 
values, when everything is left 
to its natural course. 

3. The value of incomes is then 
increased, if they can procure 
(it does not signify by what 
means) a greater quantity of 
products. 

6. l’ricc is the measure of the 
value of things, and their value 
is the measure of their utility. 

Vol. a, p 4 

7. Exchanges made freely show 
at the time, in the place, and 


in the state of society in which 
we are the value which men 
attach to the things ex¬ 
changed . . p. 466 

8. To produce, is to create value, 

by giving or increasing the 
utility of a thing, and thereby 
establishing a demand for it, 
which is the first cause of its 
value . . Vol. 2, p. 487 

9. Utility being created, con¬ 
stitutes a product. The ex¬ 
changeable value which results 
is only the measure of this 
utility, the measure of the pro¬ 
duction which has taken place. 

P- 490 

10. The utility which people of a 
particular country find in a 
product can no otherwise be 
appreciated than by the price 
which they give for it . p. 502 

11. This price is the measure of the 
utility which it has in the 
judgment of men; of the satis¬ 
faction which they derive from 
consuming it, because, thry 
would not prefer consuming 
this utility, if for the price 
which it cost they could acquire 
a utilitv which would give, 
them more satisfaction . p. 506 

12. The quantity of all other com¬ 
modities which a person can 
immediately obtain in exchange 
for the commodity of which he 
wishes to dispose, is at all times 
a value not to be disputed. 

Vol. 2, p. 4 


Tf there is no real dearness but that which arises from cost of 
production (see 2) how can a commodity be said to rise in value 
(see 5). if its cost of production be not increased? and merely 
because it will exchange for more of a cheap commodity—for 
more of a commodity the cost of production of which has 
diminished? When 1 give 2000 times more cloth for a pound 
of gold than I give for a pound of iron, docs it prove that I 
attach 2000 times more utility to gold than I do to iron? cer¬ 
tainly not; it proves only as admitted by M. Say (see 4), that the 
cost of production of gold is 2000 times greater than the cost of 
production of iron. If the cost of production of the two metals 
were the same, I should give the same price for them; but if 
utility were the measure of value, it is probable I should give 
more for the iron. It is the competition of the producers “ who 
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are perpetually employed in comparing the cost of production 
with the value of the thing produced " (set 4) which regulates 
the value of different commodities. If, then, I give one shilling 
for a loaf, and 21 shillings for a guinea, it is no proof that this in 
my estimation is the comparative measure of their utility. 

In Xo. 4, M. Say maintains, with scarcely any variation, the 
doctrine which I hold concerning value. In his productive 
services he includes the services rendered by land, capital, and 
labour; in mine I include only capital and labour, and wholly 
exclude land. Our difference proceeds from the different view 
which we take of rent: I always consider it as the result of a 
partial monopoly, never really regulating price, but rather as 
the effect of it. If all rent were relinquished by landlords, I 
am of opinion that the commodities produced on the land 
would be no cheaper, because there is always a portion of the 
same commodities produced on land for which no rent is or 
can be paid, as the surplus produce is only sufficient to pay the 
profits of stock. 

To conclude, although no one is more disposed than I am to 
estimate highly the advantage which results to all classes of con¬ 
sumers from the real abundance and cheapness of commodities, 
I cannot agree with M. Say in estimating the value of a com¬ 
modity by the abundance of other commodities for which it will 
exchange; I am of the opinion of a very distinguished writer, 
M. Dcstutt dc Tracy, who sa\s that, “ To measure any one thing 
is to compare it with a determinate quantity of that same thing 
which we take for a standard of comparison, for unity. To 
measure, then, to ascertain a length, a weight, a value, is to find 
how many times they contain metres, grammes, francs, in a 
word, unities of the same description.” A franc is not a measure 
of value for any thing, but for a quantity of the same metal of 
which francs arc made, unless francs, and the thing to be 
measured, can be referred to some other measure which is 
common to both. This, I think, they can lie, for they arc both 
the result of labour; and, therefore, labour is a common measure, 
by which their real as well as their relative value may lie esti¬ 
mated. This also, I am happy to say, appears to be M. Dcstutt 
de Tracy’s opinion.' I le says, *' As it is certain that our physical 
and moral faculties arc alone our original riches, the employment 

• Element tTUeolofte, vol. iv. p. 99 —In tins work M. tie Tracy has uivcn 
a useful and an able treatise on the general print iph s of Political fccmiorny, 
and I am sorry to be obliged to add that he supports, by his authority, 
the definitions which M. bay has given of the uords " value,” “ riches, 
and M utility.’* 
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of those faculties, labour of some kind, is our only original 
treasure, and that it is always from this employment that all 
those things are created which we call riches, those which are 
the most necessary as well as those which are the most purely 
agreeable. It is certain too, that all those things only represent 
the labour which has created them, and if they have a value, or 
even two distinct values, they can only derive them from that 
of the labour from which they emanate.” 

M. Say, in speaking of the excellences and imperfections of the 
great work of Adam Smith, imputes to him, as an error, that 
“ he attributes to the labour of man alone the power of produc¬ 
ing value. A more correct analysis shows us that value is owing 
to the action of labour, or rather the industry of man, combined 
with the action of those agents which nature supplies, and with 
that of capital. His ignorance of this principle prevented him 
from establishing the true theory of the influence of machinery 
in the production of riches.” 

In contradiction to the opinion of Adam Smith, M. Say, in the 
fourth chapter, speaks of the value which is given to commo¬ 
dities by natural agents, such as the sun, the air, the pressure 
of the atmosphere, etc., which are sometimes substituted for 
the labour of man, and sometimes concur with him in producing. 1 
But these natural agents, though they add greatly tc value in use, 
never arid exchangeable value, of which M. Say is speaking, to 
a commodity: as soon as by the aid of machinery, or by the 
knowledge of natural philosophy, you oblige natural agents to 
do the work which was before done by man, the exchangeable 
value of such work falls accordingly. If ten men turned a com 
mill, and it be discovered that by the assistance of wind, or of 
water, the labour of these ten men may be spared, the flour 
which is the produce partly of the work performed by the mill, 

1 “ The first man who knew how to soften metals by fire is not the 
creator of the value which that process adds to the melted metal. That 
value is the result of the physical action of lire added to the industry and 
capital of those who availed themselves of this knowledge." 

" h'rom this error Smith has drawn this false result, that the value of all 
productions represents the recent or former labour of man, or, in oilier 
words, that riches are nulhlne else but accumulated labour ; from which, by a 
second consequence, equally false, labour is the sole measure of riches, or of 
the value of productions." —Chap. iv. p. 31. The inferences with which 
M. Sav concludes are his own and not Dr. Smith's; they are correct if 
no distinction be made between value and riches, and in this passage 
M. Sav makes none: but though Adam Smith, who defined riches to 
consist in the abundance of necessaries, convenience, and enjoyments of 
human life, would have allowed that machines and natural agents might 
very greatly add to the riches of a country, he would not have allowed that 
they add anything to the value of those riches. 
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would immediately fall in value, in proportion to the quantity 
of labour saved; and the society would be richer by the commo¬ 
dities which the labour of the ten men could produce, the funds 
destined for their maintenance being in no degree impaired. 
M. Say constantly overlooks the essential difference that there 
is between value in use and value in exchange. 

M. Suv accuses Dr. Smith of having overlooked the value 
which is given to commodities by natural agents, and by 
machinery, because he considered that the value of all things 
was derived from the labour of man; but it does not appear 
to me that this charge is made out; for Adam Smith nowhere 
undervalues the services which these natural agents and 
machinery perform for us, but he very justly distinguishes the 
nature of the value which they add to commodities they are 
serviceable to us, by increasing the abundance of productions, 
by making men richer, by adding to value in use; but its they 
perform their work gratuitously, as nothing is paid for the use 
of air, of heat, and of water, the assistance w liich they afford us 
adds nothing to value in exchange. 
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F.FFFCTS OF ArcUMlII. \TIO.N ON PROFITS AND INTEREST 

From the amumt winch has been given of the profits of stock, it 
will appear that no accumulation of capital will perinan iitlv 
lower profits unless there he some permanent cause for th ■ rise 
of wages. If the lunils lor tip- maintenance of labour were 
douhliil, trebled, or f|ua(lruplcd, there would not long lie any 
dilliuilty in procuring the reipnsite number of hands to he 
cinploud by those lunds; but owing to the me ri asmg dilfic ully 
of making constant additions to the lood of the eountiv, hinds 
of the same value would probably not maintain the same 
quantity of labour. 11 the m i 'ssaiics of the workman could 
be eonstanlk increased with the same laeihty, there could be no 
permanent alteration in the rate of profit or wages, to whatever 
amount <apit.il might he accumulated. Adam Smith, however, 
uniformly ascnhes the fall of profits to the accumulation of 
capital, and to the competition which w ill result from it. without 
ever ad\citing to the increasing dilticulty of providing food for 
the' additional number of labourers which the additional capital 
will employ. " The in< rease ol stock," he says, " which raises 
wages, tends to lower profit. When the stocks of manv rich 
merchants are tinned into the same trade, their mutual com¬ 
petition natnrallv tends to lower its profit; and when there 
is a like increase of stock in all the different trades carried on 
in the same sue icty, the- same competition must produc e the same 
elicit in all." Adam Smith speaks here of a rise of wages, hut 
it is of a temporal v use, proceeding from increased funds before 
the population is increased, and he does not appear to see that 
at the same time that capital is inn eased the work to be effected 
by capital is increased ill the same proportion. M. Sav has, 
however, most satisfactorily shown that there is no amount of 
capital which mav not he employed in a country, because a 
demand is only limited by production. No man products but 
with a view to consume or sell, and he never sells but with an 
intention to purchase some other commodity, which may he 
lmmodinteh useful to him, or which may contribute to future 
production. Ily producing, then, lie necessarily becomes either 

192 
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the consumer of his own goods, or the pin chaser and consumer 
of the goods of some other person. It is not to he supposed 
th.it lie should, for any length ot time, he ill-mlorined of the com ¬ 
modities which he can most advantageously produce, to attain 
the object which he has in view, n.umh , the pos-a ssion ot other 
goods, and, therefore, it is not probable that he will continually 
produce a commodity for which tli *re is no d mand . 1 

There cannot, then, be accumulated in a muntiv anv amount 
of capital which cannot be impin', d productively until wagis 
rise so high in consequence ot the rise ot mei ss.uiis. and so little 
consequently remains tor the protits of stock, that the motive 
for accumulation ceases.- While the profits ot stock arc high, 
men will have a motive to accumulate. Whilst a man has anv 
wished-lor gratification iinsiippli. d. he will have a di maud tor 
more commodities; and it will be an cllrilual d> mand while 
he has any new value to offer in cm hange lor tie 111. It ten 
thousand pounds were given to a man having /iooooo per 
annum, he would not lock it up in a elnst.lmt would either 
increase his expenses by £ 10,000. employ it luiiiselt pirnhe lively, 
or lend it to some other person lor that pm pose; in either ease, 
demand would be increased, although it would he lot diileri ill 
objects. It he increased his cxpensis, las t Ifo tual dunand 
might probably be for buildings, tin nit tit «•. nr sonn sin h 1 n|ov- 
ment. If lie employed lus £10.000 pmilin lively, his 1 Ito tual 
demand would he for lood, clothing, and raw mateiial. "huh 
might set new labourers to work, but still it would In ih maud •' 

1 \cl.im Smith s.| ,, ,iks n[ I lull.uni as .ill ■.■tin,' .111 in t 1111 ' <>ltle till nf 
I'pints trom the ,e cuiiiul.it 1011 ill ( i) 1 1 1 1 . n“l 1 '• ■' ‘ mpl"\m' nt 

l>. trig ci ms, qin ntlv o'i ri har *, d ' 1 , p*■' 1 rnuv nt li* i 1 *d 

2 r rent , .mit pi iv.it - 1 p* op I*' nf pund <i*dit it 1 I" i 1 ‘ * * 111 ^ 1 *- 

-lioi'M In- reim inlji r.il tint Hull net w-is "I'll ■ a Iu 1 "'I' 'll O"'-a ill tin 
i >i ii ului h siii- i on .iiiiij , 1 , ini 1 li\ mil" i-iti 1 .• it is* ,.i,i lie i j 1 111 ■ s 

, i the ! ilmiiri r sle lurth* i rawd Hi* - "I I ll '" 111 * 111 ’ 1 " 1 1 

si'ihri, mh acc, unit fur the low i it** uf I * i 1 -* o * * I e 111 : 1 lu * I* ‘ '“e 

Ms tin lull,mmg ipiit. cm i '• nt wen U " e, \ pi IMP; * 1 * - ' He “J - "" 

ill-; , iM** c.i| 1! its an ahiiii lain i i I" 'i'"'u 111 1 11 tie <*vt - nt nt * in’ I * * 

rn* lit lor them, tie* muifc *i\ ill l !e I at- *>i inl* i a * jii In m * '' 111 1 1,11 

\ . u || 1 uS It r iplt.il In anv • sP nt < ill !'• 1 ..'I.. 

I, n ,\ can it In.* s.,1.1 tu lu. .tiiund ml. ' "i'i|‘ d 'I *' *' •' ’ 1 ' 1,1 1,1 ' "‘I 1 "> 

" ,J,l \c. ,n'smitli so. tli.1t. - Wien lie prodm* nf inv l> eleeler hi nirl. 
1,1 1,1,1,1s;, V , M *,,,:- u hat lie * 1 , m iii'l "I Ii- into " 'I'm- lie "H'l"’ 
Mi-st h, s, nt .iljru.nl. ami > M I, in - -1 Mr *’"■• H "> - 1 *' ■ " ■' 1 '' ■' * l 

, I* i.i ,nd at lioini 11 ,11,out miH t o' ■>! ,‘mn ., f „t ■ I tl , /*r* i ufi.. t, ”-ur 
of U i r iioi/M* tail'd ceu'.r, umt he nl" ■/ ,1. aim.M. I<<• thmtm ’ - 

land anil lahnnr of at 14, H mi pi • mr • ,‘O.u m. ni"" ' ■■in •'‘•■>11-n-, 
a el 1, i* do an than th, <1, mand "I tie 'cue in , 1 1.. t J■ ‘| u ■ H" 

t> 11-t ,,t 111, in. lie r. (nr, , must h* suit ihroel, md ■ m Ii e. ■ I M, *""* tImif! 

lur which th< n: is a demand at home ltis.mh I*, in* .in'. »»f -nr Ii« \|>'nt.i- 
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Productions are always bought by productions, or by services; 
money is only the medium by which the exchange is effected. 
Too much of a particular commodity may be produced, of which 
there may be such a glut in the market as not to repay the 
capital expended on it; but this cannot be the case with respect 
to all commodities; the demand for corn is limited by the mouths 
which are to cat it, for shoes and coats by the persons who are 
to wear them; but though a community, or a part of a com¬ 
munity, may have as much corn, and as many hats and shoes 
as it is able, or may wish to consume, the same cannot be said 
of every commodity produced by nature or by art. Some 
would consume more wine if they had the ability to procure it. 
Others, having enough of wine, would wish to increase the 
quantity or improve the quality of their furniture. Others 
might wish to ornament their grounds, or to enlarge their houses. 
The wish to do all or some of these is implanted in every man's 
breast; nothing is required but the means, and nothing can 
afford the means but an increase of production. If I had food 
and necessaues at my disposal, 1 should not be long in want of 
workmen who would put me in possession of some ot the objects 
most useful or most desirable to me. 

Whether these imriased productions and the consequent 
demand which they occasion shall or shall not lower profits, 
depends solely on the rise ol wages; and the rise of wages, except¬ 
ing for a limited period, on the facility of producing the food 
and necessaries ol the labourer. 1 say excepting lor a limited 
period, because no point is better established, than that the 
supply ol labourers will always ultimately be m proportion to 
the means of suppolling them. 

There is only one case, and that will be temporary, in which 
the accumulation of capital with a low price of food may be 
attended with a fall of profits; and that is when the funds for 
the maintenance of labour increase much more rapidly than 

turn that this surplus cun acquit e a value sullm-mt to compensate th*' 
labour ami expense of producing it " One would be led to think bv the 
above passage th.it Adam Smith concluded we were uiuh r some nectssitv 
of producing a surplus of corn, woollen goods and hardware, and that tin* 
capital which pioducrd them could not lx* otherwise employed. It b, 
howevt i, alwu\s a matter of choice m what wax a capital shall be rmplovrd, 
and therefore then* can never tor unv length of time be a surplus ot any 
comnioditv , for it there were, it would fall below its natural price, anti 
capital would be removed to some more profitable emplovnimt No 
wliter has more satisfactory and ably shown than I>r Smith the tendency 
of capital to move fu»m cmplov nients in which the good* produced do not 
repay bv* their price the whole expenses, including the ordinary profits, ol 
producing and bunging them to market.—See chap x. book i 



Effects of Accumulation on Profits 195 

population;—wages will then be high anil protits low. If every 
man were to forego the use of luxuiies, and he intent only on 
accumulation, a quantity of necessaries might he pioduccd 
for which tin re could not be any imnndiate i oiiMimption. Of 
commodities so limited in number there might undouluedlv he 
a universal glut, and consequt ntlv there might neither he 
demand for an additional ijiiautitv of sin li <nmmnditi. s nor 
profits on the cmplovment of more capital. If men ei.ised to 
consume, they would cease to produce. 1 'his admission does 
not impugn thegenei.il prmeipl ■. In such .mnitiin as 1 'nglaml. 
for example, it is dillieiilt to suppose th it there can hi' ,m\ 
disposition to devote the whole capital and labnui ol the i imntrv 
to the production of ncivssurns onlv. 

When merchants engage their capitals in foreign liade, or m 
the earning trade, it is alwa\s Irom limne and m\er limn 
neeissit>: it is hci.uise in that trad" llv n profits will he some 
what greater than in tIn- honu trade. 

\d.un Smith has justly ohs> rved “ th.it tie disire ol food is 
limited m cvi ry man by the naiiow input itv ol the human 
stomai h, hut the d< sire ol Inc i omenn in ■ > and ninim, til, of 
building, driss, equipage, and household liiiniime miih, to 

have no limit or certain hnundai \." Naitite, thin, lias ... 

mi ill limited the amount ol i apital w lie li < an at an\ one t line 
he profitably engaged m .igi t. •illtirc, Imt she ha . pi e ' d no 
limits to tiie amount of < apital that inn\ Is imploid in pro- 
(11 ring " the (iinvi niem > s and 01 naim nts ' o! hi. I'n pun ure 
tie so giatilii atenis in tic gnalist aSimdutne u the <>h|< < t in 
lew. and it is onlv hc< uusi fori iriit 1 1 id* . oi tie i ai i - ne r 1 1 ado, 
will ;e e-imphsh it In tti r, that nu n i ugav in tin in in pn h r. m e 
to manufai taring tie mini nod itics requni d,or a siihslimti lor 
tin in, at 1 iom» . If. 1 tow 1 vi r, I mm pi i uliai uiuiii.'I.iiiii's, we 
w ere pm ludi d from i ngaging i apital in f n gn tradix nr in i lie 
1 am mg tl.ule, we should, though will) h -s ad \ ant e>. . 1 inple, 
it, at home; and wlali tie re is no limit to tin <f m- of ‘ i mi- 
vi-mini'-s, ornaments ol building, du s,, ■•qinpa'>< and luni-e- 
hold lurniture," tinri < an he no limit to tin 1 ' apital tliat mav he 
(lepliiul in proiiiiiug t’ 1 ■ 111. 1 \i 1 pi that wlinh hound- our 
powi r to maintain the v.oi lain n w ho ari to prodie - tie in 

Adam Smith, however, spi aks of tin- ' arrmig tiade as one 
not of choice, hut of nu's-.itv, as if tie < apital i ngag'd in it 
would he inirt if not so unploved. as if the i.ijnta! in tie- home 
trade could ovcrtlou if not conine d to a limit* d amount, lie 
bays, “ when the capital stock of any rountry is incriasid to 
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such a degree that it cannot be all employed in supplying the 
consumption, and supporting the productive labour of that par¬ 
ticular country, the surplus part of it naturally disgorges itself 
into the carrying trade, and is employed in performing the same 
offices to other countries.” 

“ About ninety-six thousand hogheads of tobacco are annually 
purchased with a part of the surplus produce of British 
industry. But the demand of Great Britain does not require, 
perhaps, more than fourteen thousand. If the remaining 
eighty-two thousand, therefore, could not be sent abroad and 
exchanged for something more in demand at home, the importation 
of them would cease immediately, and with it the productive 
labour of all the inhabitants of (Weal Britain who arc at present 
employed in preparing the goods with which these eighty-two 
thousand hogsheads are annuallv purchased." But could not 
this portion of the productive labour of Great Britain be em¬ 
ployed in preparing some other sort of goods, with which some¬ 
thing more in demand at home might be purchased? And if 
it could not, might we not employ this productive labour, 
though with less advantage, in making those goods in demand at 
home, or at least some substitute for them? If we wanted 
velvets, might we not attempt to make velvets; and if we 
could not succeed, might we not make more cloth, or some other 
object desirable to us? 

We manufacture commodities, and with them buy goods 
abroad, because we can obtain a greater quantity than we 
could make at home. Deprive us of this trade, and w r e imme¬ 
diately manufacture again for ourselves. But this opinion of 
Adam Smith is at variance with all his general doctrines on this 
subject. “ 11 a foreign country can supply us with a commodity 
cheaper than we ourselves can make it, better buy it of them 
with some part of the produce of our own industry, employed 
in a way in which we have some advantage. The general 
industry of the count) v, being always in pro put lion to the capital 
whnh employs it, will not thereby be diminished, but only left 
to find out tiie way in which it ran be employed with the greatest 
advantage.” 

Again. “ Those, therefore, who have the command of more 
food than they themselves can consume, are always willing to 
exchange the surplus, or, what is the same thing, the pm e of 
it, for gratifications of another kind. What is over and above 
satisfying the limited desire is given for the amusement of those 
desires wliiili cannot be satisfied, but seem to be altogether 
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endless. The poor, in order to obtain iooil. exert themselves 
to gratify those fancies ot the neh; and to obtain it more 
eertainlv. they vie with one another in the < heapness and 
periletion ot their work. The number ot workmen incuasis 
with the increasing (|uantity ol food, or with the growlin' 
improement and cultivation of tin lands, and .is the n.ituie 
ol their business admits of tlie utmost subdivisions "I labours, 
the quantity of materials which the\ can wmk up menases in 
a much greater proportion than their nmnhcis II nee arises 
a d inand lor e\erv soit ot material whnh human invention 
1 .in employ, either u.xetulK or ornamentally. in lmii. 1 met. dn". 
equipage, or household lumiture; lor the lossils and inunials 
contained m the bowels ol the i.iitli. the piu unis nu t.ils, and 
the precious stones." 

It lollows, then, from tie se admissions, th.it there is no limit 
to demand - no limit to the cmplowiient ol iapit.il while H 
vii Ids anv profit, and that, how. vet abundant * a,nl.il m.iv 
bn ome, there is no other adequate n.i'Oii he a tall ol pmlit 
but a rise ot wagis, and luither. it ma\ be add d that the onlv 
adequate and permanent muse for tic rise ol wugis is the 
mi is asing diilu ultv ol providing b»>i| and ncet.ss.ii i. s bn the 
increasing number of urn knit n. 

Adam Smith has justlv obsi i v i d that it is i xtn nu 1 \ dillu all 
to determine the rate ol the prolits ol stm k “ 1 ’iolit is so 
fluctuating that even m a jiartuular tr.ub , and mu< h mme in 
trades in gi neral, it would be dll In lilt to 'tale 1 he av erugr late 
ol it. To judge of what it mat have bun buimih. or in 
remote pi nods ol time, with anv degree ol pn i i uni. must lie 
altogetlu r impossible." N 1 1 sue e it is ev eb nl that uni' li vvill 
lie given tor the use of moiiev when nun n i an be made bv it, 
he .suggests that " the market rate ol intint will bad its to 
form soli!" notion of the rate of protits, and tin historv nl the 
progress ol interest at lord Us that ol tin progh" ol pmlil, 
l ndoubti dlv, il the market late ol inteii si i mild bi ,n < mail Iv 
known for anv ionsiili i.tble pi nod, vu should have a tub rably 
correct criterion bv whnh to i sinuate the progn of jnolits. 

Hut in all count!us. Irom inistakin notions ol polny, tlu: 
state has interfered to pri vi nt a lair and hit- in.u k<’t rate of 
mterist bv imposing In av y and itimoiis pin.dins on all those 
who shall take more than the rate hxi d bv law. In all ' ounti u s 
probably these laws are evad'd, but rounb give m little infor¬ 
mation on this hi ad. and point out ratlnr the b gal and li.v d 
rate than the market tale of interest. During the present war, 
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Exchequer and Navy Bills have been frequently at so high a 
discount as to afford the purchasers of them 7, 8 per cent., or 
a greater rate of interest for their money. Loans have been 
raised by government at an interest exceeding 6 per cent., and 
individuals have been frequently obliged, by indirect means, 
to pay more than 10 per cent, for the interest of money; yet 
during tins same period the legal rate of interest has been 
uniformly at 5 per cent. Little dependence for information, 
then, can be pla< i d on that which is the fixed and legal rate of 
interest, when we find it may differ so considerably from the 
market rate. Adam Smith informs us that from the 37th of 
Henry VIII. to 21st of James L, 10 per cent, continued to 
lie the legal rate of interest. Soon after the restoration, it was 
reduced to 6 per cent., and bv the 12th of Anne to 5 per rent, 
lie thinks the legal rate follow 1 d, and did not precede, the market 
rate of interest. Before the American war, government borrowed 
at per cent., and the people of credit in the capital and in 
many other parts of the kingdom at 3.I, 4, and per cent. 

The rate ol interest, though ultimately and permanently 
governed by the rate of profit, is, however, subject to temporary 
variations Irom other causes. With every fhntuation in the 
quantity and value ol money, the pri<; s of commodities naturally 
vary. They vary also, as we have already shown, from the 
alteration in the proportion of supply to demand, although 
there should not be either greater facility or diHiculty ol produc¬ 
tion. \\ hen the market prices of goods fall from an abundant 
supply, from a diminished demand, or fiom a rise in the value 
of money, a muniilaeturcr naturally accumulates an unusual 
quantity of finished goods, being unwilling to sell them at verv 
depr essed prict s. To meet his ordinary payments, for whu ii 
he used to depend on the sale of his goods, he now endeavours 
to borrow on eiedit, and is often obliged to give an im reused 
rate of interest. This, however, is but of temporary duration; 
for either the manufacturer’s expectations were well grounded, 
and the market price of his commodities rises, or he discovers 
that there is a permanently diminished demand, and he no 
longer resists the course of affairs: prices fall, and money and 
interest regain their real value. If, by the discovery of a new 
mine, by the abuses of banking, or by any other cause, the 
quantity of money be greatly increased, its ultimate effect is to 
raise the prices of commodities in propoilion to the increased 
quantity of money ; but there is probably always an interval 
curing which some effect is produced on the rate of interest. 
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The price of funded property is not a Meade criterion by 
which to judge of the rate of interest. In tune of war. the stock 
market is so loaded by the continual loans of government that 
the price of stock has not time to settle at its fair lex el belore 
a new operation of funding takes place, or it is ulicclcd hv 
anticipation of political e\ents. In time ot peace, on the 
contrary, the operations of the sinking fund, the unwillingness 
which a particular class of persons feel to divert then lunds to 
anv other emplmment than that to which tliev have been 
accustomed, which tliev think semre. and in wlinli their dm 
(lends are paid with the utmost rigiil.intv , clevatt s the pi ice of 
stock, and consequentlv depresses the rate of mteiist on tin se 
securities below the general market rate It is observable, 
too, that for different seeuritics gov i rninent pav s v ei v dillen lit 
rates of interest. Whilst (ioo capital in 5 per cent sioc k is 
selling for £os. an e\ehec|uer lull of {100 will be sometum ; 
selling for £100 S'., for winch evchec|uer bill no inme mieicsi 
will be annuallv paid than £4 1 is. 'il ’ one of these -e> unties 
pass to a purchaser, at the above pines, an interest of inoie 
than 5 1 per cent , the other but little more than t|. aceit.un 
(|liantitv of these cvheqm r bills is rcc|uirc d a' a s.itc and market¬ 
able investment for bankers if tliev were tin u.ec <1 much 
bevond this demand tliev woiilcl probablv be as hum It depre 
elated as the t per cent stock A stock paving 4 per cent 
per annum will alwavs sell at a proportion.dlv gicuter pine 
than stock paving t per cent . for the capital debt of neither 
can be discharged but at par. or /1 .0 numev for li o stock. 
The market rate of mtcifst tnav fall to 4 per 1 ent , and govern 
ment vv 011 Id then pav the holder ol , pc r c ent st<u k at par. mile - s 
he consented to take 4 per cent, on some diminished rate of 
interest under 4 per cent.’ 1 hev w nuld hav e no ad v ant age f coin 
so pav mg the holder of 4 peril nt. stock t ill 1 lie rn.i! k< I rale of 
interest had fallen below 4 per cent per annum lo pav the 
interest on the national debt large sums of nmnev are with¬ 
drawn from circulation four linns m the vear for a few (lavs. 
These demands for monev being onlv temporarv seldom allot 
price-,; they are generally surmounted bv the pavnunt of a 
large rate of interest. 1 


1 All kinds ,,f euHlir tools." Iilcsrrv M s.n . " att< ndi d with the 
mn.nvem.11re of withdrawing capital, "I ' ■>] ■' /' rn - 

•Juclive . inplov m* nts, to <1. von tic in t" ... . .end when tic v 

take | l ire in a nmntrv . (fa t’litrnment "I uhuh tlms wt uis/.ir. muth 
itmfuitncc th.vhave tic (nrtlc r inronvc nc lire <4 raising tic inn o st ol 
capital Who would Irnd at v per coil r annum to agriculture, to 
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manufacturers, and to commerce, when a borrower may be found ready to 
pay an interest of 7 or 8 per cent. ? That sort of income which is called 
profit of stock would rise then at the expense of the consumer. Con¬ 
sumption would be reduced by the rise in the price of produce; and the 
other productive services would be less in demand, less well paid. The 
whole nation, capitalists excepted, would be the sufferers from such a state 
of things.” To the question, “ who would lend money to farmers, manu¬ 
facturers, and merchants, at 5 per cent, per annum, when another borrower, 
having little credit, would give 7 or 8? ” I reply, that every prudent and 
reasonable man would. Because the rate of interest is 7 or 8 per cent, 
there where the lender runs extraordinary risk is this any reason that it 
should be equally high in those places where they are secured from such 
risks? M. Say allows that the rate of interest depends on the rate of 
profits; but it does not therefore follow that the rate of profits depends 
on the rate of interest. One is the cause, the other the effect, and it is 
impossible for any circumstances to make them change places. 



CHAPTER I 

ON VALUE 
SECTION I 

The value of a commodity, or the quantity of any other commodity for 
which it will exchange, depends on the relative quantity of labour 
winch is necessary for its production, and not on the greater or less 
compensation which is paid for that labour 

It has been observed by Adam Smith that “ the word Value 
has two different meanings, and sometimes expresses the utility 
of some particular object, and sometimes the power of purchasing 
other goods which the possession of that object conveys. The 
one may be called value in use ; the other value in exchange. 
The things,” he continues, “ which have the greatest value in 
use, have frequently little or no value in exchange; and, on the 
contrary, those which have the greatest value in exchange, 
have little or no value in use.” Water and air are abundantly 
useful; they are indeed indispensable to existence, yet, under 
ordinary circumstances, nothing can be obtained in exchange 
for them. Gold, on the contrary, though of little use compared 
with air or water, will exchange for a great quantity of other 
goods. 

Utility then is not the measure of exchangeable value, 
although it is absolutely essential to it. If a commodity were 
in no way useful—in other words, if it could in no way con¬ 
tribute to our gratification—it would be destitute of exchange¬ 
able value, however scarce it might be, or whatever quantity 
of labour might be necessary to procure it. 

Possessing utility, commodities derive their exchangeable 
value from two sources: from their scarcity, and from the 
quantity of labour required to obtain them. 

5 
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There are some commodities, the value of which is determined 
by their scarcity alone. No labour can increase the quantity of 
such goods, and therefore their value cannot be lowered by an 
increased supply. Some rare statues and pictures, scarce books 
and coins, wines of a peculiar quality, which can be made only 
from grapes grown on a particular soil, of which there is a very 
limited quantity, are all of this description. Their value is 
wholly independent of the quantity of labour originally necessary 
to produce them, and varies with the varying wealth and 
inclinations of those who are desirous to possess them. 

These commodities, however, form a very small part of the 
mass of commodities daily exchanged in the market. By far 
the greatest part of those goods which are the objects of desire 
are procured by labour; and they may be multiplied, not in 
one country alone, but in many, almost without any assignable 
limit, if we are disposed to bestow the labour necessary to 
obtain them. 

In speaking, then, of commodities, of their exchangeable 
value, and of the laws which regulate their relative prices, we 
mean always such commodities only as can be increased in 
quantity by the exertion of human industry, and on the pro¬ 
duction of which competition operates without restraint. 

In the early stages of society, the exchangeable value of these 
commodities, or the rule which determines how much of one 
shall be given in exchange for another, depends almost exclu¬ 
sively on the comparative quantity of labour expended on each. 

“ The real price of everything,” says Adam Smith, “ what 
everything really costs to the man who wants to acquire it, is 
the toil and trouble of acquiring it. What everything is really 
worth to the man who has acquired it, and who wants to dispose 
of it, or exchange it for something else, is the toil and trouble 
which it can save to himself, and which it can impose upon other 
people.” “ Labour was the first price—the original purchase- 
money that was paid for all things.” Again, “ in that early 
and rude state of society which precedes both the accumulation 
of stock and the appropriation of land, the proportion between 
the quantities of labour necessary for acquiring different objects 
seems to be the only circumstance which can afford any rule for 
exchanging them for one another. If, among a nation of hunters, 
for example, it usually cost twice the labour to kill a beaver 
which it does to kill a deer, one beaver should naturally exchange 
for, or be worth, two deer. It is natural that what is usually 
the produce of two days’ or two hours’ labour should be worth 
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double of what is usually the produce of one day’s or one hour’s 
labour .” 1 # 

That this is really the foundation of the exchangeable value 
of all things, excepting those which cannot be increased by 
human industry, is a doctrine of the utmost importance in 
political economy; for from no source do so many errors, and 
so much difference of opinion in that science proceed, as from 
the vague ideas which are attached to the word value. 

If the quantity of labour realised in commodities regulate 
their exchangeable value, every increase of the quantity of 
labour must augment the value of that commodity on which it 
is exercised, as every diminution must lower it. 

Adam Smith, who so accurately defined the original source of 
exchangeable value, and who was bound in consistency to main¬ 
tain that all things became more or less valuable in proportion 
as more or less labour was bestowed on their production, has 
himself erected another standard measure of value, and speaks 
of things being more or less valuable in proportion as they will 
exchange for more or less of this standard measure. Sometimes 
he speaks of com, at other times of labour, as a standard measure; 
not the quantity of labour bestowed on the production of any 
object, but the quantity which it can command in the market: 
as if these were two equivalent expressions, and as if, because 
a man’s labour had become doubly efficient, and he could there¬ 
fore produce twice the quantity of a commodity, he would 
necessarily receive twice the former quantity in exchange for it. 

If this indeed were true, if the reward of the labourer were 
always in proportion to what he produced, the quantity of labour 
bestowed on a commodity, and the quantity of labour which 
that commodity would purchase, would be equal, and either 
might accurately measure the variations of other things; but 
they are not equal; the first is under many circumstances an 
invariable standard, indicating correctly the variations of other 
things; the latter is subject to as many fluctuations as the 
commodities compared with it. Adam Smith, after most ably 
showing the insufficiency of a variable medium, such as gold 
and silver, for the purpose of determining the varying value of 
other things, has himself, by fixing on corn or labour, chosen 
a medium no less variable. 

Gold and silver are no doubt subject to fluctuations from the 
discovery of new and more abundant mines; but such dis¬ 
coveries are rare, and their effects, though powerful, are limited 
1 Book i. chap. 5. 
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to periods of comparatively short duration. They are subject 
also to fluctuation from improvements in the skill and ma hincry 
with which the mines may be worked; as in consequence of su . 
improvements a greater quantity may be obtained with 
same labour. They are further subject to fluctuation omthe 
decreasing produce of the mines, after they have y^lded a 
supply to the world for a succession of ages j! 1 ,’ at 

of these sources of fluctuation is corn exempted? Do es not that 
also vary, on one hand, from improvements in agneu ture, fro 
improved machinery and implements used in husbandry,, as wel 
as from the discovery of new tracts of fertile land, w 
countries may be taken into cu tivation, and which wfll affect 
the value of corn in every market where importation is free. 

Is it not on the other hand subject to be enhanced in value from 
prohibitions of importation, from increasing population and 
wealth and the greater difficulty of obtaining the increased 
supplies, on account of the additional quantity of labour which 
the cultivation of inferior land requires? Is not the va u 
labour equally variable; being not only affected, asi all other 
things arc, by the proportion between the supply and demand, 
which uniformly varies with every change in the condition of 
the community, but also by the varying price of food and other 
necessaries, on which the wages of labour are expended. 

In the same country double the quantity of labour may^b 
required to produce a given quantity of food and necessaries at 
one time that may be necessary at another an d a distant time, 
yet the labourer’s reward may possibly be very little diminished. 
If the labourer’s wages at the former period were a certain 
quantity of food and necessaries, he probably could not have 
subsisted if that quantity had been reduced. Foodl ancl neces¬ 
saries in this case will have risen 100 per cent if estimated by 
the quantity of labour necessary to their production. whi e thcy 
will scarcely have increased in value if measured by the quantity 
of labour for which they will exchange. 

The same remark may be made respecting two or 
countries. In America and Poland, on the land last taken into 
cultivation, a year’s labour of any given number of men wil 
produce much more com than on land similarly circumstanced 
in England. Now, supposing all other necessar.es to be e^al'y 
cheap in those three countries, would it not be a great mistake 
to conclude that the quantity of com awarded to the labourer 
would in each country be m proportion to the facility of pro 

duction? 
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If the shoes and clothing of the labourer could, by improve¬ 
ments in machinery, be produced by one-fourth of the labour 
now necessary to their production, they would probably fall 
75 per cent.; but so far is it from being true that the labourer 
would thereby be enabled permanently to consume four coats, 
or four pair of shoes, instead of one, that it is probable his wages 
would in no long time be adjusted by the effects of competition, 
and the stimulus to population, to the new value of the neces¬ 
saries on which they were expended. If these improvements 
extended to all the objects of the labourer’s consumption, we 
should find him probably, at the end of a very few years, in 
possession of only a small, if any, addition to his enjoyments, 
although the exchangeable value of those commodities, com¬ 
pared with any other commodity, in the manufacture of which 
no such improvement were made, had sustained a very con¬ 
siderable reduction; and though they were the produce of a 
very considerably diminished quantity of labour. 

It cannot then be correct to say with Adam Smith, “ that 
as labour may sometimes purchase a greater and sometimes a 
smaller quantity of goods, it is their value which varies, not 
that of the labour which purchases them; ” and therefore, 
“ that labour, alone never varying in its own value, is alone the 
ultimate and real standard by which the value of all commo¬ 
dities can at all times and places be estimated and compared; 
—but it is correct to say, as Adam Smith had previously said, 
u that the proportion between the quantities of labour necessary 
for acquiring different objects seems to be the only circumstance 
which can afford any rule for exchanging them for one another; 
or in other words that it is the comparative quantity of com¬ 
modities which labour will produce that determines their 
present or past relative value, and not the comparative quan¬ 
tities of commodities which are given to the labourer in exchange 
for his labour. 

Two commodities vary in relative value, and we wish to know 
in which the variation has really taken place. If we compare 
the present value of one with shoes, stockings, hats, iron, sugar, 
and all other commodities, wc find that it will exchange for 
precisely the same quantity of all these things as before. If 
we compare the other with the same commodities, we find it 
has varied with respect to them all: wc may then with great 
probability infer that the variation has been in this commodity, 
and not in the commodities with which we have compared it. 
If on examining still more particularly into all the circumstances 



io Political Economy 

connected with the production of these various commodities, 
we find that precisely the same quantity of labour and capital 
are necessary to the production of the shoes, stockings, hats, 
iron, sugar, etc.; but that the same quantity as before is not 
necessary to produce the single commodity whose relative value 
is altered, probability is changed into certainty, and we are 
sure that the variation is in the single commodity: we then 
discover also the cause of its variation. 

If I found that an ounce of gold would exchange for a less 
quantity of all the commodities above enumerated and many 
others; and if, moreover, I found that by the discovery of a 
new and more fertile mine, or by the employment of machinery 
to great advantage, a given quantity of gold could be obtained 
with a less quantity of labour, I should be justified in saying 
that the cause of the alteration in the value of gold relatively 
to other commodities was the greater facility of its production, 
or the smaller quantity of labour necessary to obtain it. In 
like manner, if labour fell very considerably in value, relatively 
to all other things, and if I found that its fall was in consequence 
of an abundant supply, encouraged by the great facility with 
which corn, and the other necessaries of the labourer, were 
produced, it would, I apprehend, be correct for me to say that 
corn and necessaries had fallen in value in consequence of less 
quantity of labour being necessary to produce them, and that 
this facility of providing for the support of the labourer had 
been followed by a fall in the value of labour. No, say Adam 
Smith and Mr. Malthus, in the case of the gold you were correct 
in calling its variation a fall of its value, because com and labour 
had not then varied; and as gold would command a less quan¬ 
tity of them, as well as of all other things, than before, it was 
correct to say that all things had remained stationary and that 
gold only had varied; but when corn and labour fall, things 
which we have selected to be our standard measure of value, 
notwithstanding all the variations to which we acknowledge 
they are subject, it would be highly improper to say so; the 
correct language will be to say that corn and labour have 
remained stationary, and all other things have risen in value. 

Now it is against this language that I protest. I find that 
precisely, as in the case of the gold, the cause of the variation 
between corn and other things is the smaller quantity of labour 
necessary to produce it, and therefore, by all just reasoning, 1 
am bound to call the variation of corn and labour a fall in their 
value, and not a rise in the value of the things with which they 
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are compared. If I have to hire a labourer for a week, and 
instead of ten shillings I pay him eight, no variation having 
taken place in the value of money, the labourer can probably 
obtain more food and necessaries with his eight shillings than 
he before obtained for ten: but this is owing, not to a rise in 
the real value of his wages, as stated by Adam Smith, and 
more recently by Mr. Malthus, but to a fall in the value of the 
things on which his wages are expended, things perfectly dis¬ 
tinct; and yet for calling this a fall in the real value of wages, I 
am told that I adopt new and unusual language, not recon¬ 
cilable with the true principles of the science. To me it 
appears that the unusual and, indeed, inconsistent language 
is that used by my opponents. 

Suppose a labourer to be paid a bushel of corn for a week’s 
work when the price of corn is 80s. per quarter, and that he is 
paid a bushel and a quarter when the price falls to 40s. Sup¬ 
pose, too, that he consumes half a bushel of com a week in his 
own family, and exchanges the remainder for other things, such 
as fuel, soap, candles, tea, sugar, salt, etc. etc.; if the three- 
fourths of a bushel which will remain to him, in one case, cannot 
procure him as much of the above commodities as half a bushel 
did in the other, which it will not, will labour have risen 01 
fallen in value? Risen, Adam Smith must say, because his 
standard is com, and the labourer receives more com for a 
week’s labour. Fallen, must the same Adam Smith say, 
“ because the value of a thing depends on the power of pur¬ 
chasing other goods which the possession of that object con¬ 
veys,” and labour has a less power of purchasing such other 
goods. 

SECTION II 

Labour of different qualities differently rewarded. This no cause of 
variation in the relative value of commodities 

In speaking, however, of labour, as being the foundation of all 
value, and the relative quantity of labour as almost exclusively 
determining the relative value of commodities, I must not be 
supposed to be inattentive to the different qualities of labour, 
and the difficulty of comparing an hour’s or a day’s labour in 
one employment with the same duration of labour in another. 
The estimation in which different qualities of labour are held 
comes soon to be adjusted in the market with sufficient pre¬ 
cision for all practical purposes, and depends much on the 
comparative skill of the labourer and intensity of the labour 
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performed. The scale, when once formed, is liable to little 
variation. If a day’s labour of a working jeweller be more 
valuable than a day’s labour of a common labourer, it has long 
ago been adjusted and placed in its proper position in the scale 
of value. 1 

In comparing, therefore, the value of the same commodity 
at different periods of time, the consideration of the comparative 
skill and intensity of labour required for that particular com¬ 
modity needs scarcely to be attended to, as it operates equally 
at both periods. One description of labour at one time is 
compared with the same description of labour at another; if 
a tenth, a fifth, or a fourth has been added or taken away, an 
effect proportioned to the cause will be produced on the relative 
value of the commodity. 

If a piece of cloth be now of the value of two pieces of linen, 
and if, in ten years hence, the ordinary value of a piece of cloth 
should be four pieces of linen, we may safely conclude that 
either more labour is required to make the cloth, or less to make 
the linen, or that both causes have operated. 

As the inquiry to which I wish to draw the reader’s attention 
relates to the effect of the variations in the relative value of 
commodities, and not in their absolute value, it will be of little 
importance to examine into the comparative degree of estima¬ 
tion in which the different kinds of human labour are held. We 
may fairly conclude that whatever inequality there might 
originally have been in them; whatever the ingenuity, skill, or 
time necessary for the acquirement of one species of manual 
dexterity more than another, it continues nearly the same from 
one generation to another; or at least that the variation is 
very inconsiderable from year to year, and therefore can 

1 “ But though labour be the real measure of the exchangeable value of 
all commodities, it is not that by which their value is commonly estimated. 
It is often difficult to ascertain the proportion between two different 
quantities of labour. The time spent in two different sorts of work will 
not always alone determine this proportion. The different degrees of 
hardship endured, and of ingenuity exercised, must likewise be taken into 
account. There may be more labour in an hour’s hard work than in two 
hours’ easy business; or in an hour’s application to a trade, which it costs 
ten years’ labour to learn, than in a month’s industry at an ordinary and 
obvious employment. But it is not easy to find any accurate measure, 
either of hardship or ingenuity. In exchanging, indeed, the different 
productions of different sorts of labour for one another, some allowance 
is commonly made for both. It is adjusted, however, not by any accurate 
measure, but by the higgling and bargaining of the market, according to 
that sort of rough equality which, though not exact, is sufficient for 
carrying on the business of common life .”—Wealth of Nations, book i. 
chap. 10. 
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have little effect, for short periods, on the relative value of 
commodities. 

“ The proportion between the different rates both of wages 
and profit in the different employments of labour and stock 
seems not to be much affected, as has already been observed, 
by the riches or poverty, the advancing, stationary, or declining 
state of the society. Such revolutions in the public welfare, 
though they affect the general rates both of wages and profit, 
must in the end affect them equally in all different employments. 
The proportion between them therefore must remain the same, 
and cannot well be altered, at least for any considerable time, 
by any such revolutions.” 1 


SECTION III 

Not only the labour applied immediately to commodities affect their value 
but the labour aiso which is bestowed on the implements, tools, and 
buildings, with which such labour is assisted 

Even in that early state to which Adam Smith refers, some 
capital, though possibly made and accumulated by the hunter 
himself, would be necessary to enable him to kill his game. 
Without some weapon, neither the beaver nor the deer could 
be destroyed, and therefore the value of these animals would 
be regulated, not solely by the time and labour necessary to 
their destruction, but also by the time and labour necessary for 
providing the hunter’s capital, the weapon, by the aid of which 
their destruction was effected. 

Suppose the weapon necessary to kill the beaver was con¬ 
structed with much more labour than that necessary to kill the 
deer, on account of the greater difficulty of approaching near 
to the former animal, and the consequent necessity of its being 
more true to its mark; one beaver would naturally be of more 
value than two deer, and precisely for this reason, that more 
labour would, on the whole, be necessary to its destnietion. 
Or suppose that the same quantity ot labour was necessary to 
make both weapons, but that they were of very unequal dura¬ 
bility; of the durable implement only a small portion of its 
value would be transferred to the commodity, a much greater 
portion of the value of the less durable implement would be 
realised in the commodity which it contributed to produce. 

All the implements necessary to kill the beaver and deer 
might belong to one class of men, and the labour employed in 
1 Wealth of Nation a, book i. chap. io. 
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their destruction might be furnished by another class; still, 
their comparative prices would be in proportion to the actual 
labour bestowed, both on the formation of the capital and on 
the destruction of the animals. Under different circumstances 
of plenty or scarcity of capital, as compared with labour, under 
different circumstances of plenty or scarcity of the food and 
necessaries essential to the support of men, those who furnished 
an equal value of capital for either one employment or for the 
other might have a half, a fourth, or an eighth of the produce 
obtained, the remainder being paid as wages to those who 
furnished the labour; yet this division could not affect the 
relative value of these commodities, since whether the profits 
of capital were greater or less, whether they were 50, 20, or 
10 per cent., or whether the wages of labour were high or low, 
they would operate equally on both employments. 

If we suppose the occupations of the society extended, that 
some provide canoes and tackle necessary for fishing, others 
the seed and rude machinery first used in agriculture, still the 
same principle would hold true, that the exchangeable value of 
the commodities produced would be in proportion to the labour 
bestowed on their production; not on their immediate produc¬ 
tion only, but on all those implements or machines required to 
give effect to the particular labour to which they were applied. 

If we look to a state of society in which greater improvements 
have been made, and in which arts and commerce flourish, we 
shall still find that commodities vary in value conformably 
with this principle: in estimating the exchangeable value of 
stockings, for example, we shall find that their value, com¬ 
paratively with other things, depends on the total quantity of 
labour necessary to manufacture them and bring them to 
market. First, there is the labour necessary to cultivate the 
land on which the raw cotton is grown; secondly, the labour 
of conveying the cotton to the country where the stockings arc 
to be manufactured, which includes a portion of the labour 
bestowed in building the ship in which it is conveyed, and 
which is charged in the freight of the goods; thirdly, the labour 
of the spinner and weaver; fourthly, a portion of the labour 
of the engineer, smith, and carpenter, who erected the buildings 
and machinery, by the help of which they are made; fifthly, 
the labour of the retail dealer, and of many others, whom it is 
unnecessary further to particularise. The aggregate sum of 
these various kinds of labour determines the quantity of other 
things for which these stockings will exchange, while the same 
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consideration of the various quantities of labour which have 
been bestowed on those other things will equally govern the 
portion of them which will be given for the stockings. 

To convince ourselves that this is the real foundation of 
exchangeable value, let us suppose any improvement to be 
made in the means of abridging labour in any one of the various 
processes through which the raw cotton must pass before the 
manufactured stockings come to the market to be exchanged 
for other things, and observe the effects which will follow. If 
fewer men were required to cultivate the raw cotton, or if fewer 
sailors were employed in navigating, or shipwrights in construct¬ 
ing the ship, in which it was conveyed to us; if fewer hands 
were employed in raising the buildings and machinery, or if 
these, when raised, were rendered more efficient, the stockings 
would inevitably fall in value, and consequently command less 
of other things. They would fall, because a less quantity of 
labour was necessary to their production, and would therefore 
exchange for a smaller quantity of those things in which no such 
abridgment of labour had been made. 

Economy in the use of labour never fails to reduce the relative 
value of a commodity, whether the saving be in the labour 
necessary to the manufacture of the commodity itself, or in 
that necessary to the formation of the capital by the aid of 
which it is produced. In either case the price of stockings 
would fall, whether there were fewer men employed as bleachers, 
spinners, and weavers, persons immediately necessary to their 
manufacture; or as sailors, carriers, engineers, and smiths, 
persons more indirectly concerned. In the one case, the whole 
saving of labour would fall on the stockings, because that 
portion of labour was wholly confined to the stockings; in the 
other, a portion only would fall on the stockings, the remainder 
being applied to all those other commodities, to the production 
of which the buildings, machinery, and carriage were subservient. 

Suppose that, in the early stages of society, the bows and 
arrows of the hunter were of equal value, and of equal dura¬ 
bility, with the canoe and implements of the fisherman, both 
being the produce of the same quantity of labour. Under such 
circumstances the value of the deer, the produce of the hunter’s 
day’s labour, would be exactly equal to the value of the fish, the 
produce of the fisherman’s day’s labour. The comparative 
value of the fish and the game would be entirely regulated by 
the quantity of labour realised in each, whatever might be the 
quantity of production or however high or low general wages 
B 5,0 
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or profits might be. If, for example, the canoes and implements 
of the fisherman were of the value of £100, and were calculated 
to last for ten years, and he employed ten men, whose annual 
labour cost £100, and who in one day obtained by their labour 
twenty salmon: If the weapons employed by the hunter were 
also of £100 value, and calculated to last ten years, and if he 
also employed ten men, whose annual labour cost £100, and 
who in one day procured him ten deer; then the natural price 
of a deer would be two salmon, whether the proportion of the 
whole produce bestowed on the men who obtained it were 
large or small. The proportion which might be paid for wages 
is of the utmost importance in the question of profits; for it 
must at once be seen that profits would be high or low exactly 
in proportion as wages were low or high; but it could not in the 
least affect the relative value of fish and game, as wages would 
be high or low at the same time in both occupations. If the 
hunter urged the plea of his paying a large proportion, or the 
value of a large proportion of his game for wages, as an induce¬ 
ment to the fisherman to give him more fish in exchange for his 
game, the latter would state that he was equally affected by the 
same cause; and therefore, under all variations of wages and 
profits, under all the effects of accumulation of capital, as long 
as they continued by a day’s labour to obtain respectively the 
same quantity of fish and the same quantity of game, the 
natural rate of exchange would be one deer for two salmon. 

If with the same quantity of labour a less quantity of fish or 
a greater quantity of game were obtained, the value of fish 
would rise in comparison with that of game. If, on the contrary, 
with the same quantity of labour a less quantity of game or a 
greater quantity of fish was obtained, game would rise in 
comparison with fish. 

If there were any other commodity which was invariable in its 
value, we should be able to ascertain, by comparing the value of 
fish and game with this commodity, how much of the variation 
was to be attributed to a cause which affected the value of fish, 
and how much to a cause which affected the value of game. 

Suppose money to be that commodity. If a salmon were 
worth £i and a deer £2, one deer would be worth two salmon. 
Rut a deer might become of the value of three salmon, for more 
labour might be required to obtain the deer, or less to get the 
salmon, or both these causes might operate at the same time. 
If we had this invariable standard, we might easily as ertain 
in what degree either of these causes operated. If salmon 
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continued to sell for £1 whilst deer rose to £3, we might conclude 
that more labour was required to obtain the deer. If deer 
continued at the same price of £2 and salmon sold for 135. 4 d., 
we might then be sure that less labour was required to obtain 
the salmon; and if deer rose to £2 10.?. and salmon fell to 16s. 9 >d., 
we should be convinced that both causes had operated in 
producing the alteration of the relative value of these com¬ 
modities. 

No alteration in the wages of labour could produce any 
alteration in the relative value of these commodities; for suppose 
them to rise, no greater quantity of labour would be required 
in any of these occupations but it would be paid for at a higher 
price, and the same reasons which should make the hunter and 
fisherman endeavour to raise the value of their game and fish 
would cause the owner of the mine to raise the value of his gold. 
This inducement acting with the same force on all these three 
occupations, and the relative situation of those engaged in them 
being the same before and after the rise of wages, the relative 
value of game, fish, and gold would continue unaltered. Wages 
might rise twenty per cent., and profits consequently fall in a 
greater or less proportion, without occasioning the least altera¬ 
tion in the relative value of these commodities. 

Now suppose that, with the same labour and fixed capital, 
more fish could be produced, but no more gold or game, the 
relative value of fish would fall in comparison with gold or game. 
If, instead of twenty salmon, twenty-five were the produce of 
one day’s labour, the price of a salmon would be sixteen shillings 
instead of a pound, and two salmon and a half, instead of two 
salmon, would be given in exchange for one deer, but the price 
of deer would continue at £2 as before. In the same manner, 
if fewer fish could be obta ned with the same capital and labour, 
fish would rise in comparative value. Fish then would rise or fall 
in exchangeable value, only because more or less labour was 
required to obtain a given quantity; and it never could rise 
or fall beyond the proportion of the increased or diminished 
quantity of labour required. 

If we had then an invariable standard, by which we could 
measure the variation in other commodities, we should find 
that the utmost limit to which they could permanently rise, if 
produced under the circumstances supposed, was proportioned 
to the additional quantity of labour required for their pro¬ 
duction; and that unless more labour were required tor their 
production they could not rise in any degree whatever. A rise 
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of wages would not raise them in money value, nor relatively 
to any other commodities, the production of which required 
no additional quantity of labour, which employed the same 
proportion of fixed and circulating capital, and fixed capital 
of the same durability. If more or less labour were required 
in the production of the other commodity, we have already 
stated that this will immediately occasion an alteration in its 
relative value, but such alteration is owing to the altered 
quantity of requisite labour, and not to the rise of wages. 


SECTION IV 

The principle that the quantity of labour bestowed on the production of 
commodities regulates their relative value considerably modified by 
the employment of machinery and other fixed and durable capital 

In the former section wc have supposed the implements and 
weapons necessary to kill the deer and salmon to be equally 
durable, and to be the result of the same quantity of labour, and 
we have seen that the variations in the relative value of deer 
and salmon depended solely on the varying quantities of labour 
necessary to obtain them, but in every state of society, the 
tools, implements, buildings, and machinery employed in 
different trades may be of various degrees of durability, and 
may require different portions of labour to produce them. 
The proportions, too, in which the capital that is to support 
labour, and the capital that is invested in tools, machinery, 
and buildings, may be variously combined. This difference 
in the degree of durability of fixed capital, and this variety in 
the proportions in which the two sorts of capital may be com¬ 
bined, introduce another cause, besides the greater or less 
quantity of labour necessary to produce commodities, for the 
variations in their relative value—this cause is the rise or fall 
in the value of labour. 

The food and clothing consumed by the labourer, the buildings 
in which he works, the implements with which his labour is 
assisted, are all of a perishable nature. There is, however, 
a vast difference in the time for which these different capitals 
will endure: a steam-engine will last longer than a ship, a ship 
than the clothing of the labourer, and the clothing of the 
labourer longer than the food which he consumes. 

According as capital is rapidly perishable, and requires to be 
frequently reproduced, or is of slow consumption, it is classed 
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under the heads of circulating or of fixed capital. 1 A brewer 
whose buildings and machinery are valuable and durable is 
said to employ a large portion of fixed capital: on the contrary, 
a shoemaker, whose capital is chiefly employed in the payment 
of wages, which are expended on food and clothing, commodities 
more perishable than buildings and machinery, is said to employ 
a large proportion of his capital as circulating capital. 

It is also to be observed that the circulating capital may 
circulate, or be returned to its employer, in very unequal times. 
The wheat bought by a farmer to sow is comparatively a fixed 
capital to the wheat purchased by a baker to make into loaves. 
One leaves it in the ground and can obtain no return for a year; 
the other can get it ground into flour, sell it as bread to his 
customers, and have his capital free to renew the same or 
commence any other employment in a week. 

Two trades then may employ the same amount of capital; 
but it may be very differently divided with respect to the 
portion which is fixed and that which is circulating. 

In one trade very little capital may he emplo\ ed as circulating 
capital, that is to say, in the support of labour—it may be 
principally invested in machinery, implements, buildings, etc., 
capital of a comparatively fixed and durable character. In 
another trade the same amount of capital may be used, but 
it may be chiefly employed in the support of labour, and very 
little may be invested in implements, machines, and buildings. 
A rise in the wages of labour cannot fail to affect unequally 
commodities produced under such different circumstances. 

Again, two manufacturers may employ the same amount 
of fixed and the same amount of circulating capital; but the 
durability of their fixed capitals may he very unequal. One 
may have steam-engines of the value of £10,000, the other, 
ships of the same value. 

If men employed no machinery in production but labour only, 
and were all the same length of time before they brought their 
commodities to market, the exchangeable value of their goods 
would be precisely in proportion to tire quantity of labour 
employed. 

If they employed fixed capital of the same value and of the 
same durability, then, too, the value of the commodities pro¬ 
duced would be the same, and they would vary with the greater 
or less quantity of labour employed on their production. 

1 A division not essential, and in which the line of demarcation cannot 
be accurately drawn 

I0fc50 
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But although commodities produced under similar circum¬ 
stances would not vary with respect to each other from any 
cause but an addition or diminution of the quantity of labour 
necessary to produce one or other of them, yet, compared with 
others not produced with the same proportionate quantity of 
fixed capital, they would vary from the other cause also which 
I have before mentioned, namely, a rise in the value of labour, 
although neither more nor less labour were employed in the pro¬ 
duction of either of them. Barley and oats would continue to 
bear the same relation to each other under any variation of wages. 
Cotton goods and cloth would do the same, if they also were 
produced under circumstances precisely similar to each other, 
but yet with a rise or fall of wages barley might be more or less 
valuable compared with cotton goods and oats compared with 
cloth. 

Suppose two men employ one hundred men each for a year 
in the construction of two machines, and another man employs 
the same number of men in cultivating com, each of the 
machines at the end of the year will be of the same value as the 
corn, for they will each be produced by the same quantity of 
labour. Suppose one of the owners of one of the machines to 
employ it, with the assistance of one hundred men, the following 
year in making cloth, and the owner of the other machine to 
employ his also, with the assistance likewise of one hundred 
men, in making cotton goods, while the farmer continues to 
employ one hundred men as before in the cultivation of corn. 
During the second year they will all have employed the same 
quantity of labour, but the goods and machine together of the 
clothier, and also of the cotton manufacturer, will be the result 
of the labour of two hundred men employed for a year; or, 
rather, of the labour of one hundred men for two years; whereas 
the corn will be produced by the labour of one hundred men 
for one year, consequently if the corn be of the value of £500, 
the machine and cloth of the clothier together ought to be of 
the value of £1000, and the machine and cotton goods of the 
cotton manufacturer ought to be also of twice the value of the 
com. But they will be of more than twice the value of the 
com, for the profit on the clothier’s and cotton manufacturer’s 
capital for the first year has been added to their capitals, while 
that of the farmer has been expended and enjoyed. On account 
then of the different degrees of durability of their capitals, or, 
which is the same thing, on account of the time which must 
elapse before one set of commodities can be brought to market, 
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they will be valuable, not exactly in proportion to the quantity 
of labour bestowed on them—they will not be as two to one, 
but something more, to compensate for the greater length of 
time which must elapse before the most valuable can be brought 
to market. 

Suppose that for the labour of each workman £50 per annum 
were paid, or that £5000 capital were employed and profits were 
10 per cent., the value of each of the machines as well as of the 
corn, at the end of the first year, would be £5500. The second 
year the manufacturers and farmers will again employ £5000 
each in the support of labour, and will therefore again sell their 
goods for £5500; but the men using the machines, to be on a 
par with the farmer, must not only obtain £5500 for the equal 
capitals of £5000 employed on labour, but they must obtain 
a further sum of £550 for the profit on £5500, which they have 
invested in machinery, and consequently their goods must sell 
for £6050. Here, then, are capitalists employing precisely the 
same quantity of labour annually on the production of their 
commodities, and yet the goods they produce differ in value 
on account of the different quantities of fixed capital, or accumu¬ 
lated labour, employed by each respectively. The cloth and 
cotton goods are of the same value, because they are the produce 
of equal quantities of labour and equal quantities of fixed capital; 
but corn is not of the same value as these commodities, because 
it is produced, as far as regards fixed capital, under different 
circumstances. 

But how will their relative value be affected by a rise in the 
value of labour? It is evident that the relative values of cloth 
and cotton goods will undergo no change, for what affects one 
must equally affect the other under the circumstances supposed, 
neither will the relative values of wheat and barley undergo 
any change, for they are produced under the same circum¬ 
stances as far as fixed and circulating capital are concerned; 
but the relative value of com to cloth, or to cotton goods, must 
be altered by a rise of labour. 

There can be no rise in the value of labour without a fall of 
profits. If the com is to be divided between the farmer and the 
labourer, the larger the proportion that is given to the latter thi 
less will remain for the former. So, if cloth or cotton goods te 
divided between the workman and his employer, the larger tl e 
proportion given to the former the less remains for the latter. 
Suppose then, that owing to a rise of wages, profits fall from 
xo to 9 per cent., instead of adding £550 to the common price 
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of their goods (to £5500) for the profits on their fixed capital, 
the manufacturers would add only 9 per cent, on that sum, or 
£495, consequently the price would be £5995 instead of £6050. 
As the corn would continue to sell for £5500 the manufactured 
goods in which more fixed capital was employed W'ould fall 
relatively to corn or to any other goods in which a less portion 
of fixed capital entered. The degree of alteration in the relative 
value of goods, on account of a rise or fall of labour, would 
depend on the proportion which the fixed capital bore to the 
whole capital employed. All commodities which are produced 
by very' valuable machinery, or in very valuable buildings, or 
which require a great length of time before they can be brought 
to market, would fall in relative value, while all those which 
were chiefly produced by labour, or which would he speedily 
brought to market, w’ould rise in relative value. 

The reader, however, should remark that this cause of the 
variation of commodities is comparatively slight in its effects. 
With such a rise of wages as should occasion a fall oi 1 per cent, 
in profits, goods produced under the circumstances I have sup¬ 
posed vary in relative value only 1 per cent.; they fall with so 
great a fall of profits from £6050 to £5995. The greatest effects 
which could he produced on the relative prices of these goods 
from a rise of wages could not exceed 6 or 7 per cent.; for 
profits could not, probably, under any circumstances, admit 
of a greater general and permanent depression than to that 
amount. 

Not so with the other great cause of the variation in the value 
of commodities, namely, the increase or diminution in the 
quantity' of labour necessary to produce them. If to produce 
the corn, eighty, instead of one hundred men, should be required, 
the value of the corn would fall 20 per cent., or from £5500 to 
£4400. If to produce the cloth, the labour of eighty instead 
of one hundred men would suffice, cloth would fall from £6050 
to £4950. An alteration in the permanent rate of profits, to 
any great amount, is the effect of causes which do not operate 
but in the course of years, whereas alterations in the quantity 
of labour necessary to produce commodities are of daily occur¬ 
rence. Kvery improvement in machinery, in tools, in buildings, 
in raising the raw material, saves labour, and enables us to 
produce the commodity to which the improvement is applied 
with more facility, and consequently its value alters. In 
estimating, then, the causes of the variations in the value of 
commodities, although it would be wrong wholly to omit the 
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consideration of the effect produced by a rise or fall of labour, 
it would be equally incorrect to attach much importance to it; 
and consequently, in the subsequent part of this work, though 
I shall occasionally refer to this cause of variation, I shall con¬ 
sider all the great variations which take place in the relative 
value of commodities to be produced by the greater or less 
quantity of labour which may he required from time to time to 
produce them. 

It is hardly necessary to say that commodities which have 
the same quantity of labour bestowed on their production will 
differ in exchangeable value if they cannot be brought to 
market in the same time. 

Suppose I employ twenty men at an expense of £1000 for 
a year in the production of a commodity, and at the end of the 
year I employ twenty men again for another year, at a further 
expense of £1000 in finishing or perfecting the same commodity, 
and that I bring it to market at the end of two years, if profits 
be 10 per cent., my commodity must sell for £2310; for I have 
employed £1000 capital for one year, and £2100 capital for 
one year more. Another man employs precisely the same 
quantity of labour, but he employs it all in the first year; he 
employs forty men at an expense of £2000, and at the end of 
the first year he sells it with 10 per cent, profit, or for £2200. 
Here, then, are two commodities having precisely the same 
quantity of labour bestowed on them, one of which sells for 
£2310—the other for £2200. 

This case appears to differ from the last, but is, in fact, the 
same. In both cases the superior price of one commodity is 
owing to the greater length of time which must elapse before it 
ran be brought to market. In the former case the machinery 
and cloth were more than double the value of the corn, although 
only double the quantity of labour was bestowed on them. In 
the second case, one commodity is more valuable than the other, 
although no more labour was employed on its production. The 
difference in value arises in both cases from the profits being 
accumulated as capital, and is only a just compensation for the 
time that the profits were withheld. 

It appears, then, that the division of capital into different 
proportions of fixed and circulating capital, employed in different 
trades, introduces a considerable modification to the rule, which 
is of universal application when labour is almost exclusively 
employed in production; namely, that commodities never vary 
in value unless a greater or less quantity of labour be bestowed 

590 
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on their production, it being shown in this section that, without 
any variation in the quantity of labour, the rise of its value 
merely will occasion a fall in the exchangeable value of those 
goods in the production of which fixed capital is employed; the 
larger the amount of fixed capital, the greater will be the fall. 


SECTION v 

The principle that value docs not vary with the rise or fall of wastes, 
modified also bv the unequal durability of capital, and by the unequal 
rapidity with which it is returned to its employer 

In the last section we have supposed that, of two equal capitals, 
in two different occupations, the proportions of fixed and circu¬ 
lating capitals were unequal; now let us suppose them to be in 
the same proportion, but of unequal durability. In proportion 
as fixed capital is less durable it approaches to the nature of 
circulating capital. It will be consumed and its value repro¬ 
duced in a shorter time, in order to preserve the capital of the 
manufacturer. We have just seen that in proportion as fixed 
capital preponderates in a manufacture, when wages rise the 
value of commodities produced in that manufacture is relatively 
lower than that of commoditii s produced in manufactures where 
circulating capital preponderates. In proportion to the less 
durability of fixed capital, and its approach to the nature of 
circulating capital, the same effect will be produced by the 
same cause. 

If fixed capital be not of a durable nature it will require a 
great quantity of labour annually to keep it in its original state 
of efficiency ; but the labour so bestowed may be considered 
as really expended on the commodity manufactured, which 
must bear a value in proportion to such labour. If I had a 
machine worth £20,000 which with very little labour was 
efficient to the production of commodities, and ll the wear and 
t( ar of such machine were of trifling amount, and the general 
rate of profit 10 per cent., I should not require much more than 
£2000 to be added to the price of the goods, on account of the 
employment of my machine; but if the wear and tear of the 
machine were great, if the quantity of labour requisite to keep 
it in an efficient slate were that of fifty men annually, I should 
require an additional price for my goods equal to that which 
would be obtained by any other manufacturer who employed 
fifty men in the production of other goods, and who used no 
machinery at all. 
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But a rise in the wages of labour would not equally affect 
commodities produced with machinery quickly consum'd, and 
commodities produced with machinery slowly consunu d. In 
the production of the one, a great deal of labour would be 
continually transferred to the commodity produced in the 
other very 'ittle would be so transferred. Kvcry rise of wages, 
therefore, or, which is the same thing, every fall of profits, 
would lower the relative value of those commodities which 
were produced with a capital of a durable nature, and would 
proportionally elevate those which were produced with capital 
more perishable. A fall of wages would have precis ly the 
contrary effect. 

1 have already said that fixed capital is of various degrees of 
durability—suppose now a machine which could in any par¬ 
ticular trade be employ id to do the work of one hundr d men 
for a year, and that it would last only for one year. Suppose, 
too, the machine to cost £5000, and the wages annually paid 
to one hundred men to be £5000, it is evident that it would be 
a matter of indifference to the manufacturer whether he bought 
the machine or employed the men. But suppose lalnur to rise, 
and consequently the wages of one hundred men for a year to 
amount to £5500, it is obvious that the manufacturer would 
now no longer hesitate, it would be for his interest to buy the 
machine and get his work done for £5000. But will not the 
machine rise in price, will not that also be worth £55°° ' n 
consequence of the rise of labour? It would rise in price if 
there were no stock employed on its construction, and no profits 
to be paid to the maker of it. If, for example, the machine 
were the produce of the labour of one hundred men, working 
one year upon it with wages of £50 each, and its price were 
consequently £5000; should those wages rise to £55, its price 
would be £5500, but this cannot he the case; less than one 
hundred men are employed or it could not he sold for £5000, 
for out of the £5000 must he paid the profits of stock which 
employed the men. Suppose then that only eighty-five men 
were employed at an expense of £50 each, or £4250 per annum, 
and that the £750 which the sale of the machine would produce 
over and above the wages advanced to the men constituted 
the profits of the engineer’s stock. When wages rose 10 per 
cent., he would be obliged to employ an additional capital of 
£425, and would therefore employ £4675 instead of £4250, on 
which capital he would only get a profit of £325 if he continued 
to sell his machine for £5000; but this is precisely the case of 
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all manufacturers and capitalists; the rise of wages affects them 
all. If therefore the maker of the machine should raise the 
price of it in consequence of a rise of wages, an unusual quantity 
of capital would be employed in the construction of such 
machines, till their price afforded only the common rate of 
profits. 1 We see then that machines would not rise in price 
in consequence of a rise of wages. 

The manufacturer, however, who in a general rise of wages 
can have recourse to a machine which shall not increase the 
charge of production on his commodity, would enjoy peculiar 
advantiiges if he could continue to charge the same price for 
his goods; but he, as we have already seen, would he obliged 
to lower the price of his commodities, or capital would flow to 
his trade till his profits had sunk to the general level. Thus then 
is the public benefited by machinery: these mute agents are 
always the produce of much less labour than that which they 
displace, even when they are of the same money value. Through 
their influence an increase in the price of provisions which raises 
wages will affect fewer persons; it will reach, as in the above 
instance, eighty-five men instead of a hundred, and the saving 
which is the consequence shows itself in the reduced price of 
the commodity manufactured. Neither machines, nor the 
commodities made by them, rise in real value, but all com¬ 
modities made by machines fall, and fall in proportion to their 
durability. 

It will be seen then, that in the early stages of society, before 
much machinery or durable capital is used, the commodities 
produced by equal capitals will be nearly of equal value, and 
will rise or fall only relatively to each other on account of more 
or less labour being required for their production; but after 
the introduction of these expensive and durable instruments, 
the commodities produced by the employment of equal capitals 
will be of very unequal value, and although they will still be 
liable to rise or fall relatively to each other, as more or less 
labour becomes necessary to their production, they will be 
subject to another, though a minor variation, also from the rise 

1 We here see why it is that old countries are constantly impelled to 
employ machinery, and new countries to employ labour. With every 
difficulty of providing for the maintenance of men, labour necessarily rises, 
and with every rise in the price of labour, new temptations are offered to 
the use of machinery. This difficulty of providing for the maintenance of 
men is in constant operation in old countries; in new ones a very great 
increase in the population inay take place without the least rise in the 
wages of labour. It may be as easy to provide for the seventh, eighth, and 
ninth million of men as for the second, third, and fourth. 
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or fall of wages and profits. Since goods which sell for £5000 
may be the produce of a capital equal in amount to that from 
which are produced other goods which sell for £10,000, the 
profits on their manufacture will be the same; but those profits 
would be unequal if the prices of the goods did not vary with 
a rise or fall in the rate of profits. 

It appears, too, that in proportion to the durability of capital 
employed in any kind of production the relative prices of those 
commodities on which such durable capital is employed will 
vary inversely as wages; they will fall as wages rise, and rise 
as wages fall; and, on the contrary, those which are produced 
chiefly by labour with less fixed capital, or with fixed capital 
of a less durable character than the medium in which price is 
estimated, will rise as wages rise, and fall as wages fall. 

SECTION VI 

On an invariable measure of value 

When commodities varied in relative value it would be desir¬ 
able to have the means of ascertaining which of them fell and 
which rose in real value, and this could be effected only by 
comparing them one after another with some invariable standard 
measure of value, which should itself be subject to none of the 
fluctuations to which other commodities are exposed. Of such 
a measure it is impossible to be possessed, because there is no 
commodity which is not itself exposed to the same variations 
as the things the value of which is to be ascertained; that is, 
there is none which is not subject to require more or less labour 
for its production. But if this cause of variation in the value 
of a medium could be removed -if it were possible that in the 
production of our money, for instance, the same quantity of 
labour should at all times be required, still it would not be a 
perfect standard or invariable measure of value, because, as I 
have already endeavoured to explain, it would be subject to 
relative variations from a rise or fall of wages, on account of 
the different proportions of fixed capital which might be neces¬ 
sary to produce it, and to produce those other commodities 
whose alteration of value we wished to ascertain. It might be 
subject to variations, too, from the same cause, on account of 
the different degrees of durability of the fixed capital employed 
on it, and the commodities to be compared with it—or the time 
necessary to bring the one to market might be longer or shorter 
than the time necessary to bring the other commodities to 
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market, the variations of which were to be determined; all 
whicn circumstances disqualify any commodity that can be 
thought of from being a perfectly accurate measure of value. 

If, for example, we were to fix on gold as a standard, it is 
evident that it is but a commodity obtained under the same 
contingencies as every other commodity, and requiring labour 
and fixed capital to produce it. Like every other commodity, 
improvements in the saving of labour might be applied to its 
production, and consequently it might fall in relative value 
to other tilings merely on account of the greater facility of 
producing it. 

If we suppose this cause of variation to be removed, and the 
snme quantity of labour to be always required to obtain the 
same quantity of gold, still gold would not be a perfect measure 
of value, by which we could accurately ascertain the variations 
in all other things, because it would not be produced with pre¬ 
cisely the same combinations of fixed and circulating capital as 
all other things; nor with fixed capital of the same durability; 
nor would it require precisely the same length of time before 
it could be brought to market. It would be a perfect measure 
of value for all things produced under the same circumstances 
precisely as itself, but for no others. If, for example, it were 
produced under the same circumstances as we have supposed 
necessary to produce cloth and cotton goods, it would be a 
perfect measure of value for those things, but not so tor corn, 
for coals, and other commodities produced with either a less or 
a greater proportion of fixed capital, because, as we have shown, 
every alteration in the permanent rate of profits would have 
some effect on the relative value of all these goods, independently 
of any alteration in the quantity of labour employed on their 
production. If gold were produced under the same circum¬ 
stances as corn, even if they never changed, it would not, for 
the same reasons, be at all times a perfect measure of the value 
of cloth and cotton goods. Neither gold, then, nor any other 
commodity, can ever be a perfect measure of value for all things; 
but I have already remarked that the effect on the relative 
prices of things, from a variation in profits, is comparatively 
slight; that by far the most important effects are produced by 
the varying quantities of labour required for production; and 
therefore, if we suppose this important cause of variation 
removed from the production of gold, we shall probably possess 
as near an approximation to a standard measure of value as 
can be theoretically conceived. May not gold be considered as 
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a commodity produced with such proportions of the two kinds 
of capital as approach nearest to the average quantity employed 
in the production of most commodities? May not these pro¬ 
portions be so nearly equally distant from the two extremes, 
the one where little fixed capital is used, the other where 
little labour is employed, as to form a just mean between 
them? 

If, then, I may suppose myself to be possessed of a standard 
so nearly approaching to an invariable one, the advantage is 
that I shall be enabled to speak of the variations of other things 
without embarrassing myself on every occasion with the con¬ 
sideration of the possible alteration in the value of the medium 
in which price and value are estimated. 

To facilitate, then, the object of this inquiry, although I 
fully allow that money made of gold is subject to most of the 
variations of other things, I shall suppose it to be invariable, 
and therefore all alterations in price to be occasioned by some 
alteration in the value of the commodity of which I may be 
speaking. 

Before I quit this subject, it may be proper to observe that 
Adam Smith, and all the writers who have followed him, have, 
without one exception that T know of, maintained that a rise 
in the price of labour would be uniformly followed by a rise in 
the price of all commodities. I hope I have succeeded in show¬ 
ing that there are no grounds for such an opinion, and that 
only those commodities would rise which had less fixed capital 
employed upon them than the medium in which price was 
estimated, and that all those which had more would pcsilively 
fall in price when wages rose. On the contrary, if wages fell, 
those (ommodities only would fall which had a less proportion 
of fixed capital employed on them than the medium in which 
price was estimated; all those which had more would positively 
rise in price. 

It is necessary for me also to remark that I have not said, 
because one commodity' has so much labour bestowed upon it 
as will cost £1000, and another so much as will cost £2000, 
that therefore one would he of the value of £1000, and the other 
of the value of £2000; but I have said that their value will be 
to each other as two to one, and that in those proportions they 
will he exchanged. It is of no importance to the truth of this 
doctrine whether one of these commodities sells for £1100 and 
the other for £2200, or one. for £1500 and the other for £3000; 
into that question I do not at present inquire; I affirm only 
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that their relative values will be governed by the relative 
quantities of labour bestowed on their production . 1 

SECTION VII 

Different effects from the alteration in the value of money, the medium in 
which price is always expressed, or from the alteration in the value 
of the commodities which money purchases 

Although I shall, as I have already explained, have occasion 
to consider money as invariable in value, for the purpose of 
more distinctly pointing out the causes of relative variations in 
the value of other things, it may be useful to notice the different 
effects which will follow from the prices of goods being altered 
by the causes to which I have already adverted, namely, the 
different quantities of labour required to produce them, and their 
being altered by a variation in the value of money itself. 

Money being a variable commodity, the rise of money-wages 
will be frequently occasioned by a fall in the value of money. 
A rise of wages from this cause will, indeed, be invariably 
accompanied by a rise in the price of commodities; but in such 
cases it will be found that labour and all commodities have, not 
varied in regard to each other, and that the variation has been 
confined to money. 

Money, from its being a commodity obtained from a foreign 
country, from its being the general medium of exchange between 
all civilised countries, and from its being also distributed among 
those countries in proportions which are ever changing with 
every improvement in commerce and machinery, and with every 
increasing difficulty of obtaining food and necessaries for an 
increasing population, is subject to incessant variations. In 
stating the principles which regulate exchangeable value and 
price, we should carefully distinguish between those variations 
which belong to the commodity itself, and those which are 
occasioned by a variation in the medium in which value is 
estimated or price expressed. 

1 Mr. Malthus remarks on this doctrine, “ We have the power indeed, 
arbitrarily, to call the labour which has been employed upon a commodity 
its real value, but in so doing we use words in a different sense from that 
in which they are customarily used; we confound at once the very im¬ 
portant distinction between cost and value; and render it almost impossible 
to explain with clearness the main stimulus to the production of wealth, 
which in fact depends upon this distinction.” 

Mr. Malthus appears to think that it is a part of my doctrine that the 
cost and value of a thing should be the same; it is, if he means by cost, 
“ cost of production ” including profits. In the above passage, this is 
what he does not mean, and therefore he has not clearly understood me. 
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A rise in wages, from an alteration in the value of money, 
produces a general effect on price, and for that reason it pro¬ 
duces no real effect whatever on profits. On the contrary, a 
rise of wages, from the circumstance of the labourer being more 
liberally rewarded, or from a difficulty of procuring the neces¬ 
saries on which wages are expended, does not, except in some 
instances, produce the effect of raising price, but has a great 
effect in lowering profits. In the one case, no greater proportion 
of the annual labour of the country is devoted to the support of 
the labourers; in the other case, a larger portion is so devoted. 

It is according to the division of the whole produce of the land 
of any particular farm, between the three classes, of landlord, 
capitalist, and labourer, that we are to judge of the rise or fall 
of rent, profit, and wages, and not according to the value at 
which that produce may be estimated in a medium which is 
confessedly variable. 

It is not by the absolute quantity of produce obtained by 
either class that we can correctly judge of the rate of profit, 
rent, and wages, but by the quantity of labour required to 
obtain that produce. By improvements in machinery and 
agriculture the whole produce may be doubled; but if wages, 
rent, and profit be also doubled, these three will bear the same 
proportions to one another as before, and neither could be said 
to have relatively varied. But if wages partook not of the whole 
of this increase; if they, instead of being doubled, were only 
increased one-half; if rent, instead of being doubled, were only 
increased three-fourths, and the remaining increase went to 
profit, it would, I apprehend, be correct for me to say that 
rent and wages had fallen while profits had risen; for if we had 
an invariable standard by which to measure the value of this 
produce we should find that a less value had fallen to the 
class of labourers and landlords, and a greater to the class of 
capitalists, than had been given before. We might find, for 
example, that though the absolute quantity of commodities had 
been doubled, they were the produce of precisely the former 
quantity of labour. Of every hundred hats, coats, and quarters 
of corn produced, if 

The labourers had before . . .25 

The landlords.25 

And the capitalists.50 


100: 
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And if, after these commodities were double the quantity, of 
every 100 

The labourers had only .... 22 

The landlords.22 

And the capitalists . , . , . 56 

100: 

In that case I should say that wages and rent had fallen and 
profits risen; though, in consequence of the abundance of 
commodities, the quantity paid to the labourer and landlord 
would have increased in the proportion of 25 to 44. Wages 
are to be estimated by their real value, viz., by the quantity of 
labour and capital employed in producing them, and not by 
their nominal value either in coats, hats, money, or corn. 
Under the circumstances I have just supposed, commodities 
would have fallen to half their former value, and if money had 
not varied, to half their former price also. If then in this 
medium, which had not varied in value, the wages of the labourer 
should be found to have fallen, it will not the less be a real fall 
because they might furnish him with a greater quantity of cheap 
commodities than his former wages. 

The variation in the value of money, however great, makes no 
difference in the rate of profits; for suppose the goods of the 
manufacturer to rise from £rooo to £ 2000, or 100 per cent., if his 
capital on which the variations of money have as much effect 
as on the value of produce, if his machinery, buildings, and 
stock in trade rise also a too per cent., his rate of profits will be 
the same, and he will have the same quantity, and no more, 
of the produce of the labour of the country at his command. 

If, with a capital of a given value, he can, by economy in 
labour, double the quantity of produce, and it fall to half its 
former price, it w ill hear the same proportion to the capital that 
produced it which it did before, and consequently profits will 
still be at the same rate. 

If, at the same time that lie doubles the quantity of produce 
by the employment of the same capital, the value of money is 
by any accident lowered one half, the produce will sell for twice 
the money value that it did before; but the capital employed 
<0 produce it will also be of twice its former money value; and 
therefore in this ease, too, the value of the produce will bear the 
same proportion to the value of the capital as it did before; and 
although the produce be doubled, rent, wages, and profits will 
only vary as the proportions vary, in which this double produce 
may be divided among the three classes that share it. 



CHAPTER II 


ON RENT 

It remains however to be considered whether the appropriation 
of land, and the consequent creation of rent, will occasion any 
variation in the relative value of commodities independently 
of the quantity of labour necessary to production. In order 
to understand this part of the subject we must inquire into 
the nature of rent, and the laws by which its rise or fall is 
regulated. 

Rent is that portion of the produce of the earth which is paid 
to the landlord for the use of the original and indestructible 
powers of the soil. It is often, however, confounded with the 
interest and profit of capital, and, in popular language, the 
term is applied to whatever is annually paid by a farmer to his 
landlord, if, of two adjoining farms of the same extent, and 
of the same natural fertility, one had all the conveniences of 
farming buildings, and, besides, were properly drained and 
manured, and advantageously divided by hedges, fences, and 
walls, while the other had none of these advantages, more 
remuneration would naturally be paid for the use of one than 
for the use of the other; yet in both cases this remuneration 
would be called rent. liut it is evident that a portion only 
of the money annually to be paid for the improved farm would 
be given for the original and indestructible powers of the soil; 
the other portion would be paid for the use of the capital which 
had been employed in ameliorating the quality of the land, and 
in erecting such buildings as were necessary to secure and 
preserve the produce. Adam Smith sometimes speaks of rent 
in the strict sense to which I am desirous of confining it, but 
more often in the popular sense in which the term is usually 
employed. Tie tells us that the demand for timber, and its 
consequent high price, in the more southern countries of Europe 
caused a rent to be paid for forests in Norway which could 
before afford no rent. Is it not, however, evident that the 
person who paid what he thus calls rent, paid it in consideration 
of the valuable commodity which was then standing on the land, 
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and that he actually repaid himself with a profit by the sale 
of the timber? If, indeed, after the timber was removed, any 
compensation were paid to the landlord for the use of the land, 
for the purpose of growing timber or any other produce, with 
a view to future demand, such compensation might justly be 
called rent, because it would Ire paid for the productive powers 
of the land; but in the case stated by Adam Smith, the com¬ 
pensation was paid for the liberty of removing and selling the 
timber, and not for the liberty of growing it. He speaks also 
of the rent of coal mines, and of stone quarries, to which the 
same observation applies—that the compensation given for the 
mine or quarry is paid for the value of the coal or stone which 
can be removed from them, and has no connection with the 
original and indestructible powers of the land. This is a dis¬ 
tinction of great importance in an inquiry concerning rent and 
profits; for it is found that the laws which regulate the progress 
of rent are widely different from those which regulate the 
progress of profits, and seldom operate in the same direction. 
In all improved countries, that which is annually paid to the 
landlord, partaking of both characters, rent and profit, is some¬ 
times kept stationary by the effects of opposing causes; at 
other times advances or recedes as one or the other of these 
causes preponderates. In the future pages of this work, then, 
whenever I speak of the rent of land, 1 wish to be understood 
as speaking of that compensation which is paid to the owner of 
land for the use of its original and indestructible powers. 

On the first settling of a country in which there is an abun¬ 
dance of rich and fertile land, a very small proportion of which 
is required to be cultivated for the support of the actual popu¬ 
lation, or indeed can be cultivated with the capital which the 
population can command, there will be no rent; for no one 
would pay for the use of land when there was an abundant 
quantity not yet appropriated, and, therefore, at the disposal 
of whosoever might choose to cultivate it. 

On the common principles of supply and demand, no rent 
could be paid for such land, for the reason stated why nothing 
is given for the use of air and water, or for any other of the gifts 
of nature which exist in boundless quantity. With a given 
quantity of materials, and with the assistance of the pressure 
of the atmosphere, and the elasticity of steam, engines may 
perform work, and abridge human labour to a very great extent; 
but no charge is made for the use of these natural aids, because 
they are inexhaustible and at every man’s disposal. In the 
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same manner, the brewer, the distiller, the dyer, make incessant 
use of the air and water for the production of their commodities; 
but as the supply is boundless, they bear no price. 1 If all land 
had the same properties, if it were unlimited in quantity, and 
uniform in quality, no charge could be made for its use, unless 
where it possessed peculiar advantages of situation. It is only, 
then, because land is not unlimited in quantity and uniform in 
quality, and because, in the progress of population, land of an 
inferior quality, or less advantageously situated, is called into 
cultivation, that rent is ever paid for the use of it. When, in 
the progress of society, land of the second degree of fertility is 
taken into cultivation, rent immediately commences on that 
of the first quality, and the amount of that rent will depend on 
the difference in the quality of these two portions of land. 

When land of the third quality is taken into cultivation, rent 
immediately commences on the second, and it is regulated as 
before by the difference in their productive powers. At the 
same time, the rent of the first quality will rise, for that must 
always be above the rent of the second by the difference between 
the produce which they yield with a given quantity of capital 
and labour. With every step in the progress of population, 
which shall oblige a country to have recourse to land of a worse 
quality, to enable it to raise its supply of food, rent, on all the 
more fertile land, will rise. 

Thus suppose land—No. i, 2, 3 — to yield, with an equal 
employment of capital and labour, a net produce of 100, 90. 
and 80 quarters of corn. In a new country, where there is an 
abundance of fertile land compared with the population, and 
where therefore it is only necessary to cultivate No. 1, the 
whole net produce will belong to the cultivator, and will be the 
profits of the stock which he advances. As soon as population 
had so far increased as to make it necessary to cultivate No. 2, 
from which ninety quarters only can be obtained after support¬ 
ing the labourers, rent would commence on No. t ; for either 
there must be two rates of profit on agricultural capital, or ten 

1 “ The earth, as wo have already seen, is not the only agent of nature 
which has a productive power; but it is the only one, or nc.uly so, that one 
sot of men take to themselves to the exclusion of others, and of which, 
Consequently, they can appropriate the benefits. The wat< rs of nvcis, 
and of the sea, by the power winch they have of giving movement to our 
machines, carrying our boats, nouiislung our fish, have also a productive 
power; the wind which turns our nulls, and even the heat of the sun, woi k 
for us; but happily no one has yi t been able to say, the ‘ wind and the sun 
are mine, and the service which they render must lie paid for.’ ”—Economic 
Politique, par J. B. Say, vol. ii. p. 124. 
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quarters, or the value of ten quarters must be withdrawn from 
the produce of No. 1 for some other purpose. Whether the 
proprietor of the land, or any other person, cultivated No. 1, 
these ten quarters would equally constitute rent; for the culti¬ 
vator of No. 2 would get the same result with his capital whether 
he cultivated No. 1, paying ten quarters for rent, or continued 
to cultivate No. 2, paying no rent. In the same manner it 
might be shown that when No. 3 is brought into cultivation, 
the rent of No. 2 must be ten quarters, or the value of ten 
quarters, whilst the rent of No. 1 would rise to twenty quarters; 
for the cultivator of No. 3 would have the same profits whether 
he paid twenty quarters for the rent of No. 1, ten quarters for 
the rent of No. 2, or cultivated No. 3 free of all rent. 

It often, and, indeed, commonly happens, that before No. 2, 
3, 4, or 5, or the inferior lands are cultivated, capital can be 
employed more productively on those lands which are already 
in cultivation. It may perhaps be found that by doubling the 
original capital employed on No. 1, though the produce will not 
be doubled, will not be increased by 100 quarters, it may be 
increased by eighty-five quarters, and that this quantity exceeds 
what could be obtained by employing the same capital on 
land No. 3. 

In such case, capital will be preferably employed on the old 
land, and will equally create a rent; for rent is always the 
difference between the produce obtained by the employment of 
two equal quantities of capital and labour. If, with a capital 
of £1000 a tenant obtain 100 quarters of wheat from his land, 
and by the employment of a second capital of £1000 he obtain 
a further return of eighty-five, his landlord would have the 
power, at the expiration of his lease, of obliging him to pay 
fifteen quarters or an equivalent value for additional rent; for 
there cannot be two rates of profit. If he is satisfied with a 
diminution of fifteen quarters in the return for his second 
£1000, it is because no employment more profitable can be 
found for it. The common rate of profit would he in that 
proportion, and if the original tenant refused, some other person 
would be found willing to give all which exceeded that rate of 
profit to the owner of the land from which he derived it. 

In this case, as well as in the other, the capital last employed 
pays no rent. For the greater productive powers of the first 
£1000, fifteen quarters, is paid for rent, for the employment of 
the second £1000 no rent whatever is paid. If a third £1000 
be employed on the same land, with a return of seventy-five 



On Rent 


37 

quarters, rent will then be paid for the second £1000, and will 
be equal to the difference between the produce of these two, 
or ten quarters; and at the same time the rent for the first 
£1000 will rise from fifteen to twenty-five quarters; while the 
last £1000 will pay no rent whatever. 

Tf, then, good land existed in a quantity much more abundant 
than the production of food for an increasing population required, 
or if capital could be indefinitely employed without a diminished 
return on the old land, there could be no rise of rent; for rent 
invariably proceeds from the employment of an additional 
quantity of labour with a proportionally less return. 

The most fertile and most favourably situated land will be 
first cultivated, and the exchangeable value of its produce will 
be adjusted in the same manner as the exchangeable value of 
all other commodities, by the total quantity of labour necessary 
in various forms, from first to last, to produce it and bring it 
to market. When land of an inferior quality is taken into 
cultivation, the exchangeable value of raw produce will rise, 
because more labour is required to produce it. 

The exchangeable value of all commodities, whether they be 
manufactured, or the produce of the mines, or the produce of 
land, is always regulated, not by the less quantity of labour 
that will suffice for their production under circumstances highlv 
favourable, and exclusively enjoyed by those who have peculiar 
facilities ol production; but by the greater quantity of labour 
necessarily bestowed on their production by those who have no 
such facilities; by those who continue to produce them under 
the most unfavourable circumstances; meaning by the most 
unfavourable circumstances, the most unfavourable under 
which the quantity of produce required renders it necessary to 
carry on the production. 

Thus, in a charitable institution, where the poor are set to 
work with the funds of benefactors, the general prices of the 
commodities, which are the produce of such work, will not he 
governed by the peculiar facilities afforded to these workmen, 
but by the common, usual, and natural difficulties which every 
other manufacturer will ha\e to encounter. The manufacturer 
enjoying none of these facilities might indeed be driven alto¬ 
gether from the market il the supply afforded by these favoured 
workmen were equal to all the wants of the community; but 
if he continued the trade, it would be only on condition that he 
should derive from it the usual and general rate of profits on 
stock; and that could only happen when his commodity sold 
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for a price proportioned to the quantity of labour bestowed on 

its production. 1 ... 

It is true, that on the best land, the same produce would still 
be obtained with the same labour as before, but its value would 
be enhanced in consequence of the diminished returns obtained 
by those who employed fresh labour and stock on the less ferti e 
land. Notwithstanding, then, that the advantages of fertile 
over inferior lands arc in no case lost, but only transferred from 
the cultivator, or consumer, to the landlord, )et,_ since more 
labour is required on the inferior lands, and since it is from such 
land only that we are enabled to furnish ourselves with the 
additional supply of raw produce, the comparative value of 
that produce will continue permanently above its former level, 
and make it exchange for more hats, doth, shoes, etc., etc., in 
the production of which no such additional quantity of labour 

is required. . . , 

The reason, then, why raw produce rises in comparative value 
is because more labour is employed in the production of the 
last portion obtained, and not because a rent is paid to the 
landlord. The value of com is regulated by the quantity of 
labour bestowed on its production on that quality of land, or 
with that portion of capital, which pays'no rent. Corn is not 
high because a rent is paid, but a rent is paid because corn is 
high - and it has been justly observed that no reduction would 
take place in the price of corn although landlords should forego 
the whole of their rent. Such a measure would only enable 
some farmers to live like gentlemen, but would not dimmish 


1 Has not M. Say forgotten, in the following passage, that it is the cost 
of production which ultimately regulates price ? “ 1 lie produce of labour 

employed on the land has tins peculiar property, that it does riot become 
more dear by becoming more scarce, because population alwavs dimmishis 
at the same tunc that food diminishes, and consequently the quantity of 
these products demanded diminishes at the same tune as the quantity 
supplied. Besides, it is not observed that corn is more dear in those plnci 
where there is plenty of uncultivated land, than m completely cultivated 
countries England and France were much more imperfectly cultiv ated in 
the middle ages than they are now, they produced much less raw produce 
nevertheless, from all that we can judge by a comparison with the value 
of other things, corn was not sold at a dearer price. If the produce was 
less so was the population; the weakness of the demand coinpcnsatid the 
feebleness of the supply ” (vol. ii 338).. M. Say being mipr.^ssod‘ 
opinion that the price of commodities is regulated by the price of labour 
and lustly supposing that charitable institutions of all sorts tend to increase 
the population beyond what it otherwise would be, and therefore to lower 
wages says, “ I suspect that the cheapness of the goods which come from 
England is partly caused by the numerous chantab c institutions winch 
exist in that country ” (vol. ii. 277). This is a consistent opinion in one 
■who maintains that wages regulate price. 
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the quantity of labour necessary to raise raw produce on the 
least productive land in cultivation. 

Nothing is more common than to hear of the advantages 
which the land possesses over every other source of useful 
produce, on account of the surplus which it yields in the form 
of rent. Yet when land is most abundant, when most pro¬ 
ductive, and most fertile, it yields no rent; and it is only when 
its powers decay, and less is yielded in return for labour, that 
a share of the original produce of the more fertile portions is 
set apart for rent. It is singular that this quality in the land, 
which should have been noticed as an imperfection compared 
with the natural agents by which manufacturers are assisted, 
should have been pointed out as constituting its peculiar pre¬ 
eminence. If air, water, the elasticity of steam, and the pressure 
of the atmosphere were of various qualities; if they could be 
appropriated, and each quality existed only in moderate abund¬ 
ance, they, as well as the land, would afford a rent, as the 
successive qualities were brought into use. With every worse 
quality employed, the value of the commodities in the manu¬ 
facture of which they were used would rise, because equal 
quantities of labour would be less productive. Man would do 
more by the sweat of his brow and nature perform less; and 
the land would be no longer pre-eminent for its limited powers. 

If the surplus produce which land affords in the form of rent 
be an advantage, it is desirable that, every year, the machinery 
newly constructed should be less efficient than the old, as that 
would undoubtedly give a greater exchangeable value to the 
goods manufactured, not only by that machinery but by all 
the other machinery in the kingdom; and a rent would be paid 
to all those who possessed the most productive machinery . 1 

1 “ In agriculture, too,” says Adam Smith, “ nature labours along with 
man; and though her labour costs no expense, its produce has its value, 
us well as that ot the most expensive workman.” The labour of nature is 
paid, not because she does much, but because she does little. In propor¬ 
tion as she becomes niggardly m her gifts she exacts a greater price for her 
work. Where she is munificently beneficent she always works gratis. 
“ The labouring cattle employed in agriculture not only occasion, like the 
workmen in manufactures, the reproduction of a value equal to their own 
consumption, or to the capital which employs them, together with its 
owner's profits, but of a much greater value. Over and above the capital 
of the farmer and all its profits, they regularly occasion the reproduction of 
the rent of the landlord. This rent may be considered as the produce of 
those powers of nature, the use of which the landlord lends to the farmer. 
It is greater oi smaller according to the supposed extent of those powers, 
or, in other words, according to the supposed natural or improved fertility 
of the land. It is the work of nature which remains, after deducting or 
compensating everything which can be regarded as the work of man. It 
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The rise of rent is always the effect of the increasing wealth 
of the country, and of the difficulty of providing food for its 
augmented population. It is a symptom, but it is never a 
cause of wealth; for wealth often increases most rapidly while 
rent is either stationary, or even falling. Rent increases most 
rapidly as the disposable land decreases in its productive 
powers. Wealth increases most rapidly in those countries 
where the disposable land is most fertile, where importation is 
least restricted, and where, through agricultural improvements, 
productions can be multiplied without any increase in the pro¬ 
portional quantity of labour, and where consequently the 
progress of rent is slow. 

If the high price of corn were the effect, and not the cause of 
rent, price would be proportionally influenced as rents were 
high or low, and rent would be a component part of price. But 
that corn which is produced by the greatest quantity of labour 

is seldom less than a fourth, and frequently more than a third of the whole 
produce. No equal quantity of productive labour employed in manufac¬ 
tures can ever occasion so great a reproduction In them nature does 
nothing, man does all; and the reproduction must alwa>s be in proportion 
to the strength of the agents that occasion it The capital employed in 
agriculture, therefore, not only puts into motion a greater quantity of 
productive labour than any equal capital employed m manufactures, but in 
proportion, too, to the quantity of the productive labour which it employs 
it adds a much greater value to the annual produce of the land and labour 
of the country, to the real wealth and icvenue of its inhabitants Of all 
the ways in which a capital can be employed, it is by far the most advan¬ 
tageous to the society.”—Book II chap v. p. 15. 

Docs nature nothing for man in manufactures’ Are the powers of wind 
and water, which move our machinery and assist navigation, nothing? 
The pressure of the atmosphere and the elasticity of steam, which enable 
us to work the most stupendous engines—are they not the gifts of nature? 
To say nothing of the effects of the matter of heat in softening and melting 
metals, of the decomposition of the atmosphere in the process of dyeing 
and fermentation. There is not a manufacture which can be mentioned 
in which nature does not give her assistance to man, and give it, too, 
generously and gratuitously. 

In remarking on the passage which I have copied from Adam Smith, 
Mr. Buchanan observes, “ I have endeavoured to show, m the obs< rvations 
on productive and unproductive labour, contained in the fourth volume, 
that agriculture adds no more to the national stock than any other sort 
of industry. In dwelling on the reproduction of rent as so great an 
advantage to society, Dr. Smith does not reflect that rent is the effect of 
high price, and that what the landlord gains in this way ho gams at the 
expense of the community at large. 'I here is no absolute gain to the 
society by the reproduction of rent; it is only one class profiting at the 
expense of another class. The notion of agriculture yielding a produce, 
and a rent in consequence, because nature concurs with human industry 
in the process of cultivation, is a mere fancy. It is not from the produce, 
but from the price at which the produce is sold, that the rent is derived; 
and this price is got not because nature assists in the production, but 
because it is the price which suits the consumption to the supply. 
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is the regulator of the price of corn; and rent does not and 
cannot enter in the least degree as a component part of its 
price . 1 Adam Smith, therefore, cannot be correct in supposing 
that the original rule which regulated the exchangeable value 
of commodities, namely, the comparative quantity of labour by 
which they were produced, can be at all altered by the appro¬ 
priation of land and the payment of rent. Raw material enters 
into the composition of most commodities, but the value of that 
raw material, as well as corn, is regulated by the productiveness 
of the portion of capital last employed on the land and paying 
no rent; and therefore rent is not a component part of the price 
of commodities. 

We have been hitherto considering the effects of the natural 
progress of wealth and population on rent in a country in which 
the land is of variously productive powers, and we have seen 
that with every portion of additional capital which it becomes 
necessary to employ on the land with a less productive return 
rent would rise. It follows from the same principles that any 
circumstances in the society which should make it unnecessary 
to employ the same amount of capital on the land, and which 
should therefore make the portion last employed more pro¬ 
ductive, would lower rent. Any great reduction in the capital 
of a country which should materially diminish the funds 
destined for the maintenance of labour, would naturally have 
this effect. Population regulates itself by the funds which are 
to employ it, and therefore always increases or diminishes with 
the increase or diminution of capital. Every reduction of 
capital is therefore necessarily followed by a less effective 
demand for corn, by a fall of price, and by diminished cultiva¬ 
tion. In the reverse order to that in which the accumulation 
of capital raises rent will the diminution of it lower rent. Land 
of a less unproductive quality will be in succession relinquished, 
the exchangeable value of produce will fall, and land of a 
superior quality will be the land last cultivated, and that which 
will then pay no rent. 

The same effects may, however, be produced when the wealth 
and population of a country are increased, if that increase is 
accompanied by such marked improvements in agriculture as 
shall have the same effect of diminishing the necessity of culti¬ 
vating the poorer lands, or of expending the same amount of 
capital on the cultivation of the more fertile portions. 

1 The clearly understanding this principle is, I am persuaded, of the 
utmost importance to the science of political economy. 
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If a million of quarters of corn be necessary for the support 
of a given population, and it be raised on land of the qualities 
of No. i, 2, 3; and if an improvement be afterwards discovered 
by which it can be raised on No. i and 2, without employing 
No. 3, it is evident that the immediate effect must be a fall of 
rent; for No. 2, instead of No. 3, will then be cultivated without 
paying any rent; and the rent of No. 1, instead of being the 
difference between the produce of No. 3 and No. 1, will be the 
difference only between No. 2 and 1. With the same popula¬ 
tion, and no more, there can be no demand for any additional 
quantity of corn; the capital and labour employed on No. 3 
will be devoted to the production of other commodities desirable 
to the community, and can have no effect in raising rent, unless 
the raw material from which they are made cannot be obtained 
without employing capital less advantageously on the land, in 
which case No. 3 must again be cultivated. 

It is undoubtedly true that the fall in the relative price of 
raw produce, in consequence of the improvement in agriculture, 
or rather in consequence of less labour being bestowed on its 
production, would naturally lead to increased accumulation; 
for the profits of stock would be greatly augmented. This 
accumulation would lead to an increased demand for labour, to 
higher wages, to an increased population, to a further demand 
for raw produce, and to an increased cultivation. It is only, 
however, after the increase in the population that rent would 
be as high as before; that is to say, after No. 3 was taken into 
cultivation. A considerable period would have elapsed, 
attended with a positive diminution of rent. 

But improvements in agriculture are of two kinds: those 
which increase the productive powers of the land and those 
which enable us, by improving our machinery, to obtain its 
produce with less labour. They both lead to a fall in the price 
of raw produce; they both affect rent, but they do not affect 
it equally. If they did not occasion a fall in the price of raw 
produce they would not be improvements; for it is the essential 
quality of an improvement to diminish the quantity of labour 
before required to produce a commodity; and this diminution 
cannot take place without a fall of its price or relative value. 

The improvements which increased the productive powers of 
the land are such as the more skilful rotation of crops or the 
better choice of manure. These improvements absolutely 
enable us to obtain the same produce from a smaller quantity 
of land. If, by the introduction of a course of turnips, I can 
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feed my sheep besides raising my com, the land on which the 
sheep were before fed becomes unnecessary, and the same 
quantity of raw produce is raised by the employment of a less 
quantity of land. If I discover a manure which will enable me 
to make a piece of land produce 20 per cent, more corn, I may 
withdraw at least a portion of my capital from the most unpro¬ 
ductive part of my farm. But, as I before observed, it is not 
necessary that land should be thrown out of cultivation in order 
to reduce rent: to produce this effect, it is sufficient that suc¬ 
cessive portions of capital are employed on the same land with 
different results, and that the portion which gives the least 
result should be withdrawn. If, by the introduction of the 
turnip husbandry, or by the use of a more invigorating manure, 
I can obtain the same produce with less capital, and without 
disturbing the difference between the productive powers of the 
successive portions of capital, I shall lower rent; for a different 
and more productive portion will be that which will form the 
standard from which every other will be reckoned. If, for 
example, the successive portions of capital yielded 100, 90, 80, 
70; whilst I employed these four portions, my ront would be 
60, or the difference between 

70 and 100 = 30 

70 and go = 20 

70 and 80 = 10 

60 


whilst the produce would be 340 


rioo 

go 

80 

7o 

V340 


and while I employed these portions, the rent would remain 
the same, although the produce of each should have an equal 
augmentation, if, instead of 100, 90, 80, 70, the produce 
should be increased to 125, 115, 105, 95, the rent would still 
be 60, or the difference between 


95 and 125 = 30 1 
95 and 115 = 20 
95 and 105 = 10 > 

60 J 


whilst the produce would be 
increased to 440 


125 

115 

105 

95 


W40 


But with such an increase of produce, without an increase of 
demand, 1 there could be no motive for employing so much 


1 I hope I am not understood as undervaluing the importance of all sorts 
of improvements in agriculture to landlords—their immediate effect is to 
lower rent; but as they give a great stimulus to population, and at the 
same time enable us to cultivate poorer lands with less labour, they are 
ultimately of immense advantage to landlords. A period, however, must 
elapse during which they are positively injurious to him • 
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capital on the land; one portion would be withdrawn, and 
consequently the last portion of capital would yield 105 instead 
of 95, and rent would fall to 30, or the difference between 


105 and 125 — 20\ whilst the produce will be still 
105 and 115 = 10 I adequate to the wants of the popula- 
— j tion, for it would be 345 quarters, 
30/ or 


125 

115 

105 

345 


the demand being only for 340 quarters.—But there are im¬ 
provements which may lower the relative value of produce 
without lowering the corn rent, though they will lower the 
money rent of land. Such improvements do not increase the 
productive powers of the land, but they enable us to obtain 
its produce with less labour. They are rather directed to the 
formation of the capital applied to the land than to the culti¬ 
vation of the land itself. Improvements in agricultural imple¬ 
ments, such as the plough and the thrashing machine, economy 
in the use of horses employed in husbandry, and a better know¬ 
ledge of the veterinary art, are of this nature. Less capital, 
which is the same thing as less labour, will be employed on the 
land; but to obtain the same produce, less land cannot be 
cultivated. Whether improvements of this kind, however, 
affect corn rent, must depend on the question whether the 
difference between the produce obtained by the employment of 
different portions of capital be increased, stationary, or dimin¬ 
ished. If four portions of capital, 50, 60, 70, 80, be employed 
on the land, giving each the same results, and any improve¬ 
ment in the formation of such capital should enable me to with¬ 
draw 5 from each, so that they should be 45, 55, 65, and 75, 
no alteration would take place in the corn rent; but if the 
improvements were such as to enable me to make the whole 
saving on that portion of capital which is least productively 
employed, corn rent would immediately fall, because the differ¬ 
ence between the capital most productive and the capital least 
productive would be diminished; and it is this difference which 
constitutes rent. 

Without multiplying instances, I hope enough has been said 
to show that whatever diminishes the inequality in the produce 
obtained from successive portions of capital employed on the 
same or on new land tends to lower rent; and that whatever 
increases that inequality, necessarily produces an opposite 
effect, and tends to raise it. 

In speaking of the rent of the landlord, we have rather con- 
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sidered it as the proportion of the produce, obtained with a given 
capital on any given farm, without any reference to its exchange¬ 
able value; but since the same cause, the difficulty of production, 
raises the exchangeable value of raw produce, and raises also 
the proportion of raw produce paid to the landlord for rent, it is 
obvious that the landlord is doubly benefited by difficulty of 
production. First, he obtains a greater share, and, secondly, 
the commodity in which he is paid is of greater value. 1 

1 To make this obvious, and to show the degrees in which corn and 
money rent will vary, let us suppose that the labour of ten men will, on 
land of a certain quality, obtain 180 quarters of wheat, and its value to be 
£4 per quarter, or £720; and that the labour of ten additional men will, 
on the same or any other land, procure only 170 quarters in addition; 
wheat would rise from £4 to £4 4s. ttd. for 170: 180: : £4: £4 4s. 8i.; or, 
as in the production of 170 quarters, the labour of 10 men is necessary in 
one case, and only of 9.44 in the other, the rise would be as 9.44 to 10, or 
as £4 to £4 4s. Hd. If 10 men be further employed, and the return be 

160 the price will rise to £4 10 o 
150 „ „ 4 16 o 

140 „ ,,52 10 

Now, if no rent was paid for the land which yielded 180 quarters, when 
corn was at £4 per quarter, the value of 10 quarters would be paid as rent 
when only 170 could be procured, which at £4 4s. 8 d would £42 7s. 6 d. 

20 quarters when 160 were produced, which at £4 10 o would be £90 o o 
30 quarters „ 150 „ • „ 4 16 o „ 144 o o 

40 quarters „ 140 „ „ 5 2 10 „ 205 13 4 
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CHAPTER III 

ON THE RENT OK MINES 

The metals, like other things, are obtained by labour. Nature, 
indeed, produces them; but it is the labour of man which 
extracts them from the bowels of the earth and prepares them 
for our service. 

Mines, as well as land, generally pay a rent to their owner; 
and this rent, as well as the rent of land, is the effect and never 
the cause of the high value of their produce. 

If there were abundance of equally fertile mines, which any 
one might appropriate, they could yield no rent; the value of 
their produce would depend on the quantity of labour necessary 
to extract the metal from the mine and bring it to market. 

Rut there are mines of various qualities affording very dif¬ 
ferent results with equal quantities of labour. The metal 
produced from the poorest mine that is worked must at least 
have an exchangeable value, not only sufficient to procure all 
the clothes, food, and other necessaries consumed by those 
employed in working it, and bringing the produce to market, 
but also to afford the common and ordinary profits to him who 
advances the stock necessary to carry on the undertaking. 
The return for capital from the poorest mine paying no rent 
would regulate the rent of all the other more productive mines. 
This mine is supposed to yield the usual profits of stock. All 
that the other mines produce more than this will necessarily 
be paid to the owners for rent. Since this principle is precisely 
the same as that which we have already laid down respecting 
land, it will not be necessary further to enlarge on it. 

It will be sufficient to remark that the same general rule 
which regulates the value of raw produce and manufactured 
commodities is applicable also to the metals, their value 
depending not on the rate of profits, nor on the rate of wages, nor 
on the rent paid for mines, but on the total quantity of labour 
necessary to obtain the metal and to bring it to market. 

Like every other commodity, the value of the metals is subject 
to variation. Improvements may be made in the implements 
and machinery used in mining, which may considerably abridge 
labour; new and more productive mines may be discovered, 
in which, with the same labour, more metal may be obtained; 
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or the facilities of bringing it to market may be increased. In 
either of these cases the metals would fall in value, and would 
therefore exchange for a less quantity of other things. On the 
Other hand, from the increasing difficulty of obtaining the metal, 
occasioned by the greater depth at which the mine must be 
worked, and the accumulation of water, or any other contin¬ 
gency, its value compared with that of other things might be 
considerably increased. 

It has therefore been justly observed that however honestly 
the coin of a country may conform to its standard, money made 
of gold and silver is still liable to fluctuations in value, not only 
to accidental and temporary, but to permanent and natural 
variations, in the same manner as other commodities. 

By the discovery of America, and the rich mines in which it 
abounds, a very great effect was produced on the natural price 
of the precious metals. This effect is by many supposed not 
yet to have terminated. It is probable, however, that all the 
effects on the value of the metals resulting from the discovery 
of America have long ceased; and if any fall has of late years 
taken place in their value, it is to be attributed to improvements 
in the mode of working the mines. 

From whatever cause it may have proceeded, the effect has 
been so slow and gradual that little practical inconvenience 
has been felt from gold and silver being the general medium in 
which the value of all other things is estimated. Though 
undoubtedly a variable measure of value, there is probably no 
commodity subject to fewer variations. This and the other 
advantages which these metals possess, such as their hardness, 
their malleability, their divisibility, and many more, have 
justly secured the preference everywhere given to them as 
a standard for the money of civilised countries. 

If equal quantities of labour, with equal quantities of fixed 
capital, could at all times obtain from that mine which paid no 
rent equal quantities of gold, gold would be as nearly an 
invariable measure of value as we could in the nature of things 
possess. The quantity indeed would enlarge with the demand, 
hut its value would be invariable, and it would be eminently 
well calculated to measure the varying value of all other things. 
I have already in a former part of this work considered gold as 
endowed with this uniformity, and in the following chapter 
I shall continue the supposition. In speaking therefore of 
varying price, the variation will be always considered as being 
in the commodity, and never in the medium in which it is 
estimated. 

(. 500 




CHAPTER IV 


ON NATURAL AND MARKET PRICE 

In making labour the foundation of the value of commodities, 
and the comparative quantity of labour which is necessary to 
their production, the rule which determines the respective 
quantities of goods which shall be given in exchange for each 
other, we must not be supposed to deny the accidental and 
temporary deviations pf the actual or market price of com¬ 
modities from this, their primary and natural price. 

In the ordinary course of events, there is no commodity 
which continues for any length of time to be supplied precisely 
in that degree of abundance which the wants and wishes of 
mankind require, and therefore there is none which is not subject 
to accidental and temporary variations of price. 

It is only in consequence of such variations that capital is 
apportioned precisely, in the requisite abundance and no more, 
to the production of the different commodities which happen 
to be in demand. With the rise or fall of price, profits are 
elevated above, or depressed below, their general level; and 
capital is either encouraged to enter into, or is warned to depart 
from, the particular employment in which the variation has 
taken place. 

Whilst every man is free to employ his capital where he 
pleases, he will naturally seek for it that employment which is 
most advantageous; he will naturally be dissatisfied with a 
profit of xo per cent., if by removing his capital he can obtain 
a profit of 15 per cent. This restless desire on the part of all the 
employers of stock to quit a less profitable for a more advan¬ 
tageous business has a strong tendency to equalise the rate of 
profits of all, or to fix them in such proportions as may, in the 
estimation of the parties, compensate for any advantage which 
one ipay have, or may appear to have, over the other. It is 
perhaps very difficult to trace the steps by which this change is 
effected: it is probably effected by a manufacturer not abso¬ 
lutely changing his employment, but only lessening the quantity 
of capital he has in that employment. In all rich countries 
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there is a number of men forming what is called the moneyed 
class; these men are engaged in no trade, but live on the interest 
of their money, which is employed in discounting bills, or in 
loans to the more industrious part of the community. The 
bankers too employ a large capital on the same objects. The 
capital so employed forms a circulating capital of a large amount, 
and is employed, in larger or smaller proportions, by all the 
different trades of a country. There is perhaps no manufacturer, 
however rich, who limits his business to the extent that his own 
funds alone will allow: he has always some portion of this 
floating capital, increasing or diminishing according to the 
activity of the demand for his commodities. When the demand 
for silks increases, and that for cloth diminishes, the clothier does 
not remove with his capital to the silk trade, but he dismisses 
some of his workmen, he discontinues his demand for the loan 
from bankers and mone_\ ed men; while the case of the silk manu¬ 
facturer is the reverse: he wishes to employ more workmen, 
and thus his motive for borrowing is increased; he borrows 
more, and thus capital is transferred from one employment to 
another without the necessity of a manufacturer discontinuing 
his usual occupation. When we look to the markets of a large 
town, and observe how regularly they are supplied both with 
home and foreign commodities, in the quantity in which they 
are required, under all the circumstances of varying demand, 
arising from the caprice of taste, or a change in the amount 
of population, without often producing either the effects of 
a glut from a too abundant supply, or an enormously high price 
from the supply being unequal to the demand, we must confess 
that the principle which apportions capital to each trade in the 
precise amount that it is required is more active than is generally 
supposed. 

A capitalist, in seeking profitable employment for his funds, 
will naturally take into consideration all the advantages which 
one occupation possesses over another. He may therefore be 
willing to forego a part of his money profit in consideration of 
the security, cleanliness, ease, or any other real or fancied 
advantage which one employment may possess over another. 

If from a consideration of these circumstances, the profits of 
stock should be so adjusted that in one trade they were 20, in 
another 25, and in another 30 per cent., they would probably 
continue permanently with that relative difference, and with 
that difference only; for if any cause should elevate the profits 
of one of these trades 10 per cent., either these profits would be 
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temporary, and would soon again fall back to their usual station, 
or the profits of the others would be elevated in the same 
proportion. 

The present time appears to be one of the exceptions to the 
justness of this remark. The termination of the war has so 
deranged the division which before existed of employments in 
Europe, that every capitalist has not yet found his place in the 
new division which has now become necessary. 

Let us suppose that all commodities are at their natural price, 
and consequently that the profits of capital in all employments 
are exactly at the same rate, or differ only so much as, in the 
estimation of the parties, is equivalent to any real or fancied 
advantage which they possess or forego. Suppose now that a 
change of fashion should increase the demand for silks and 
lessen that for woollens; their natural price, the quantity of 
labour necessary to their production, would continue unaltered, 
but the market price of silks would rise and that of woollens 
would fall; and consequently the profits of the silk manufac¬ 
turer would be above, whilst those of the woollen manufacturer 
would be below, the general and adjusted rate of profits. Not 
only the profits, but the wages of the workmen, would be affected 
in these employments. This increased demand for silks would, 
however, soon be supplied by the transference of capital and 
labour from the woollen to the silk manufacture; when the 
market prices of silks and woollens would again approach their 
natural prices, and then the usual profits would be obtained by 
the respective manufacturers of those commodities. 

It is then the desire, which every capitalist has, of diverting 
his funds from a less to a more profitable employment that 
prevents the market price of commodities from continuing for 
any length of time either much above or much below their 
natural price. It is this competition which so adjusts the 
changeable value of commodities that, after paying the wages 
for the labour necessary to their production, and all other 
expenses required to put the capital employed in its original 
state of efficiency, the remaining value or overplus will in each 
trade be in proportion to the value of the capital employed. 

In the seventh chapter of the Wealth oj Nations, all that con¬ 
cerns this question is most ably treated. Having fully acknow¬ 
ledged the temporary effects which, in particular employments 
of capital, may be produced on the prices of commodities, as 
well as on the wages of labour, and the profits of stock, by 
accidental causes, without influencing the general price of com- 
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modities, wages, or profits, since these effects are equally opera- 
tive in all stages of society, we will leave them entirely out of 
our consideration whilst we are treating of the laws which 
regulate natural prices, natural wages, and natural profits, 
effects totally independent of these accidental causes. In 
speaking, then, of the exchangeable value of commodities, or 
the power of purchasing possessed by any one commodity, 1 
mean always that power which it would possess if not disturbed 
by any temporary or accidental cause, and which is its natural 

price. 



CHAPTER V 


ON WAGES 

Labour, like all other things which are purchased and sold, and 
which may he increased or diminished in quantity, has its 
natural and its market price. The natural price o£ labour is 
that price which is necessary to enable the labourers, one with 
another, to subsist and to perpetuate their race, without either 
increase or diminution. 

The power of the labourer to support himself, and the family 
which may be necessary to keep up the number of labourers, 
does not depend on the quantity of money which lie may 
receive for wages, but on the quantity of food, necessaries, and 
conveniences become essential to him front habit which that 
money will purchase. The natural price of labour, therefore, 
depends on the price of the food, necessaries, and conveniences 
required for the support of the labourer and his family. With 
a rise in the price of food and necessaries, the natural price of 
labour will rise; with the fall in their price, the natural price of 
labour will fall. 

With the progress of society the natural price of labour has 
always a tendency to rise, because one of the principal com¬ 
modities by whit h its natural price is regulated has a tendency 
to become dearer from the greater difficulty of producing it. 
As, however, the improvements in agriculture, the disco\ ery of 
new markets, whence provisions may be imported, may for a 
time counteract the tendency to a rise in the price of necessaries, 
and may even occasion their natural price to fall, so will the 
same causes produce the correspondent effects on the natural 
price of labour. 

The natural price of all commodities, excepting raw produce 
and labour, has a tendency to fall in the progress of wealth and 
population; for though, on one hand, they are enhanced in 
real value, from the rise in the natural price of the raw material 
of which they are made, this is more than counterbalanced by 
the improvements in machinery, by the better division and 
distribution of labour, and by the increasing skill, both in science 
and art, of the producers. 
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The market price of labour is the price which is really paid 
for it, from the natural operation of the proportion of the supply 
to the demand; labour is dear when it is scarce and cheap when 
it is plentiful. However much the market price of labour may 
deviate from its natural price, it has, like commodities, a 
tendency to conform to it. 

It is when the market price of labour exceeds its natural price 
that the condition of the labourer is nourishing and happy, that 
he has it in his power to command a greater proportion of the 
necessaries and enjoyments of life, and therefore to rear a 
healthy and numerous family. When, however, by the en¬ 
couragement which high wages give to the increase of popula¬ 
tion, the number of labourers is increased, wages again fall to 
their natural price, and indeed from a reaction sometimes fall 

below it. . 

When the market price of labour is below its natural price, 
the condition of the labourers is most wretched: then poverty 
deprives them of those comforts which custom renders absolute 
necessaries. It is only after their pm ations have reduced their 
number, or the demand for labour has im reased, that the 
market pru e of labour will rise to its natural price, and that 
the labourer will have the moderate eoinfotts which the natural 
rate of wages wall afford. 

Notwithstanding the tendency of wages to conform to their 
natural rate, their market rate may, m an improving society, 
for an indefinite period, be constantly above it;. for no sooner 
may the impulse which an increased capital gives to a new 
demand for labour be obeyed, than another increase of capital 
may produce the same effect; and thus, if the increase of capital 
be gradual and constant, the demand for labour may give a 
continued stimulus to an increase of people. 

Capital is that part of the wealth of a country which is em¬ 
ployed in production, and consists of food, clothing, tools, raw 
materials, machinery, etc., ne< essary to give effect to labour. 

Capital may increase m quantity at the same time that its 
value rises. An addition may be made to the food and clothing 
of a country at the same time that more labour may be required 
to produce the additional quantity than before; in that case not 
only the quantity hut the value of capital will rise. 

Or capital may increase without its value increasing, and even 
while its value is actually diminishing; not only may an addi¬ 
tion be made to the food and clothing of a country, but the 
addition may be made by the aid of machinery, without any 
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increase, and even with an absolute diminution in the propor¬ 
tional quantity of labour required to produce them. The 
quantity of capital may increase, while neither the whole 
together, nor any part of it singly, will have a greater value 
than before, but may actually have a less. 

In the first case, the natural price of labour, which always 
depends on the price of food, clothing, and other necessaries, 
will rise; in the second, it will remain stationary or fall; but 
in both cases the market rate of wages will rise, for in propor¬ 
tion to the increase of capital will be the increase in the demand 
for labour; in proportion to the work to be done will be the 
demand for those who are to do it. 

In both cases, too, the market price of labour will rise above 
its natural price; and in both cases it will have a tendency to 
conform to its natural price, but in the first case this agreement 
will be most speedily effected. The situation of the labourer 
will be improved, but not much improved; for the increased 
price of food and necessaries will absorb a large portion of his 
increased wages; consequently a small supply of labour, or a 
trifling increase in the population, will soon reduce the market 
price to the then increased natural price of labour. 

In the second case, the condition of the labourer will be very 
greatly improved; he will receive increased money wages 
without having to pay any increased price, and perhaps even 
a diminished price for the commodities which he and his family 
consume; and it will not be till after a great addition has been 
made to the population that the market price of labour will 
again sink to its then low and reduced natural price. 

Thus, then, with every improvement of society, with every 
increase in its capital, the market wages of labour will rise; 
but the permanence of their rise will depend on the question 
whether the natural price of labour has also risen; and this 
again will depend on the rise in the natural price of those neces¬ 
saries on which the wages of labour are expended. 

It is not to be understood that the natural price of labour, 
estimated even in food and necessaries, is absolutely fixed and 
constant. Tt varies at different times in the same country, and 
very materially differs in different countries. 1 It essentially 

1 “ The shelter and the clothing which are indispensable in one country 
may be no way necessary in another; and a labourer in Hindustan may 
continue to work with perfect vigour, though receiving, as his natural 
wages, only such a supply of covering as would he insufficient to preserve 
a labourer in Russia from perishing. Even in countries situated in the 
same climate, different habits of living will often occasion variations in the 
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depends on the habits and customs of the people. An English 
labourer would consider his wages under their natural rate, and 
too scanty to support a family, if they enabled him to purchase 
no other food than potatoes, and to live in no better habitation 
than a mud cabin; yet these moderate demands of nature are 
often deemed sufficient in countries where “ man’s life is cheap ” 
and his wants easily satisfied. Many of the conveniences now 
enjoyed in an English cottage would have been thought luxuries 
at an earlier period of our history. 

From manufactured commodities always falling and raw 
produce always rising, with the progress of society, such a dis¬ 
proportion in their relative value is at length created, that in 
rich countries a labourer, by the sacrifice of a very small quan¬ 
tity only of his food, is able to provide liberally for all his other 
wants. 

Independently of the variations in the value of money, which 
necessarily affect money wages, but which we have here supposed 
to have no operation, as we have considered money to be uni¬ 
formly of the same value, it appears then that wages are subject 
to a rise or fall from two causes:— 

First, the supply and demand of labourers. 

Secondly, the price of the commodities on which the wages 
of labour are expended. 

In different stages of society, the accumulation of capital, or 
of the means of employing labour, is more or less rapid, and 
must in all cases depend on the productive powers of labour. 
The productive powers of labour are generally greatest when 
there is an abundance of fertile land: at such periods accumu¬ 
lation is often so rapid that labourers cannot be supplied with 
the same rapidity as capital. 

It has been calculated that under favourable circumstances 
population may be doubled in twenty-five years; but under the 
same favourable circumstances the whole capital of a country 
might possibly be doubled in a shorter period. In that case, 
wages during the whole period would have a tendency to rise, 
because the demand for labour would increase still faster than 
the supply. 

In new settlements, where the arts and knowledge of countries 
far advanced in refinement are introduced, it is probable that 
capital has a tendency to increase faster than mankind; and 

natural price of labour as considerable as those which are produced by 
natural causes.”—P. 68. An Essay on the External Corn Trade, by 
R. Torrens, Esq. 

The whole of this subject is most ablv illustrated by Colonel Torrens. 

*c 5 “ 
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if the deficiency of labourers were not supplied by more populous 
countries, this tendency would very much raise the price of 
labour. In proportion as these countries become populous, and 
land of a worse quality is taken into cultivation, the tendency 
to an increase of capital diminishes; for the surplus produce 
remaining, after satisfying the wants of the existing population, 
must necessarily be in proportion to the facility of production, 
viz. to the smaller number of persons employed in production. 
Although, then, it is probable that, under the most favourable 
circumstances, the power of production is still greater than that 
of population, it will not long continue so; for the land being 
limited in quantity, and differing in quality, with every increased 
portion of capital employed on it there will be a decreased rate 
of production, whilst the power of population continues always 
the same. 

In those countries where there is abundance of fertile land, 
but where, from the ignorance, indolence, and barbarism of the 
inhabitants, they are exposed to all the evils of want and famine, 
and where it has been said that population presses against the 
means of subsistence, a very different remedy should be applied 
from that which is necessary in long settled countries, where, 
from the diminishing rate of the supply of raw produce, all the 
evils of a crowded population are experienced. In the one case, 
the evil proceeds from bad government, from the insecurity of 
property, and from a want of education in all ranks of the people. 
To be made happier they require only to be better governed 
and instructed, as the augmentation of capital, beyond the 
augmentation of people, would be the inevitable result. Mo 
increase in the population can be too great, as the powers of 
production are still greater. In the other ease, the population 
increases faster than the funds required for its suppoit. Every 
exertion of industry, unless accompanied by a diminished rate 
of increase in the population, will add to the evil, for production 
cannot keep pace with it. 

With a population pressing against the means of subsistence, 
the only remedies are either a reduction of people or a more 
rapid accumulation a capital. In rich countries, where all the 
fertile land is already cultivated, the latter remedy is neither 
very practicable nor very desirable, because its effort would be, 
if pushed very far, to render all classes equally poor. Hut in 
poor countries, where there are abundant means of production 
in store, from fertile land not yet brought into cultivation, it is 
the only safe and efficacious means of removing the evil. 
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particularly as its effect would be to elevate all classes of the 
people. 

The friends of humanity cannot but wish that in all countries 
the labouring classes should have a taste for comforts and 
enjoyments, and that they should be stimulated by all legal 
means in their exertions to procure them. There cannot be a 
better security against a superabundant population. In those 
countries where the labouring classes have the fewest wants, 
and are contented with the cheapest food, the people are exposed 
to the greatest vicissitudes and miseries, lhey have no place 
of refuge from calamity; they cannot seek safety in a lower 
station; they arc already so low that they can fall no lower. 
On any deficiency of the chief article of their subsistence there 
are few substitutes of which they can avail themselves and 
dearth to them is attended with almost all the evils of 
famine. 

In the natural advance of society, the wages of labour will 
have a tendency to fall, as far as they arc regulated by supply 
and demand; for the supply of labourers will continue to 
increase at the same rate, whilst the demand for them will 
increase at a slower rate. If, for instance, wages were regulated 
by a yearly increase of capital at the rate of 2 per cent., they 
would fall when it accumulated only at the rate of i£ per cent. 
They would fall still lower when it increased only at the rate 
of 1 or | per cent., and would continue to do so until the capital 
became stationary, when wages also would become stationary, 
and be only sufficient to keep up the numbers of the actual 
population. I say that, under these circumstances, wages 
would fall if they were regulated only by the supply and demand 
of labourers; but we must not forget that wages are also 
regulated by the prices of the commodities on which they are 

As population increases, these necessaries will be constantly 
rising in price, because more labour will be necessary to produce 
them. If, then, the money wages of labour should fall, whilst 
every commodity on which the wages of labour were expended 
rose, the labourer would be doubly affected, and would be soon 
totally deprived of subsistence. Instead, therefore, of the 
money wages oi labour falling, they would rise; but they would 
not rise sufficiently to enable the labourer to purchase as many 
comforts and necessaries as he did before the rise in the price 
of those commodities. If his annual wages were before £24, or 
six quarters of corn when the price was £4 per quarter, he would 
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probably receive only the value of five quarters when com rose 
to £5 per quarter. But five quarters would cost £25; he would, 
therefore, receive an addition in his money wages, though with 
that addition he would be unable to furnish himself with the 
same quantity of corn and other commodities which he had 
before consumed in his family. 

Notwithstanding, then, that the labourer would be really 
worse paid, yet this increase in his wages would necessarily 
diminish the profits of the manufacturer; for his goods would 
sell at no higher price, and yet the expense of producing them 
would be increased. This, however, will be considered in our 
examination into the principles which regulate profits. 

It appears, then, that the same cause which raises rent, 
namely, the increasing difficulty of providing an additional 
quantity of food with the same proportional quantity of labour, 
will also raise wages; and therefore, if money be of an unvarying 
value, both rent and wages will have a tendency to rise with the 
progress of wealth and population. 

But there is this essential difference between the rise of rent 
and the rise of wages. The rise in the money value of rent is 
accompanied by an increased share of the produce; not only 
is the landlord’s money rent greater, but his corn rent also; he 
will have more corn, and each defined measure of that corn will 
exchange for a greater quantity of all other goods which have 
not been raised in value. The fate of the labourer will be less 
happy; he will receive more money wages, it is true, but his 
corn wages will be reduced; and not only his command of corn, 
but his general condition will be deteriorated, by his finding it 
more difficult to maintain the market rate of wages above their 
natural rate. While the price of corn rises 10 per cent., wages 
will always rise less than 10 per cent., but rent will always rise 
more; the condition of the labourer will generally decline, and 
that of the landlord will always be improved. 

When wheat was at £4 per quarter, suppose the labourer’s 
wages to be £24 per annum, or the value of six quarters of wheat, 
and suppose half his wages to he expended on wheat, and the 
other half, or £12, on other things. 1 le would receive 

£24 14s. \ /£4 4''- 8 d. \ ("5 83 quarters. 

£25 10s. I when wheat ) £4 10s I or the J 5 60 quarters 

£26 Sc f was at ] £4 16s [ value of | 5 30 quarters. 

£27 8s. 6 d. ) l£5 2s 10 i. ) V5.33 quarters. 

He would receive these wages to enable him to live just as 
well, and no better, than before; for when corn was at £ 4 
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per quarter, he would expend for three quarters of corn, at 

£4 per quarter. 11 12 

and on other things.£ 12 

£ 2 4 

When wheat was £4 4s 8 d., three quarters, which he and his 
family consumed, would cost him . • • £ 12 I 4 i - 

other things not altered in price ... £ 12 

£24 i 4 v. 


When at £4 1 os., three quarters of wheat would cost 
and other things. 


When at £4 16 s., three quarters of wheat 
other things. 


£'3 iw. 



£ 2 5 I0 *- 

£t 4 
L 12 


£26 8s. 


When at £5 25. 10 d., three quarters of wheat would 

, Xi q 8s. 6d. 

cost . . • • • • • f 

other things._ 

£27 8s. 6 d . 


In proportion as corn became dear, he would receive less corn 
wages, but his money wages would alwajs increase, whilst lus 
enjoyments, on the above supposition, would lie precisely the 
same But as other commodities would be raised m price in 
proportion as raw produce entered into then composition he 
would have more to pay for some of them. Although his tea, 
sugar, soap, candles, and house rent would probably be no 
dearer, he would pay more for Ins bacon, cheese, butter, linen, 
shoes, and cloth; and therefore, even with the above increase 
of wages, his situation would be comparatively worse. But it 
may be said that 1 have been considering the effect of wages on 
price on the supposition that gold, or the metal from which 
money is made, is the produce of the country m which wages 
varied; and that the consequences which I have deduced agree 
little with the actual state of things, because gold is a metal 
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of foreign production. The circumstance, however, of gold 
being a foreign production will not invalidate the truth of the 
argument, because it may be shown that whether it were 
found at home, or were imported from abroad, the effects 
ultimately, and, indeed, immediately, would be the same. 

When wages rise it is generally because the increase of wealth 
and capital have occasioned a new demand for labour, which will 
infallibly be attended with an increased production of commo¬ 
dities. To circulate these additional commodities, even at the 
same prices as before, more money is required, more of this 
foreign commodity from which money is made, and which can 
only be obtained by importation. Whenever a commodity is 
required in greater abundance than before, its relative value 
rises comparatively with those commodities with which its 
purchase is made. If more hats were wanted, their price would 
rise, and more gold would be given for them. If more gold 
were required, gold would rise, and hats would fall in price, as 
a greater quantity of hats and of all other things would then 
be necessary to purchase the same quantity of gold. But in 
the case supposed, to say that commodities will rise because 
wages rise, is to affirm a positive contradiction; for we, first, 
say that gold will rise in relative value in consequence of demand, 
and, secondly, that it will fall in relative value because prices 
will rise, two effects which are totally incompatible with each 
other. To say that commodities are raised in price is the same 
thing as to say that money is lowered in relative value; for it is 
by commodities that the relative value of gold is estimated. 
If, then, all commodities rose in price, gold could not come from 
abroad to purchase those dear commodities, but it would go 
from home to be employed with advantage in purchasing the 
comparatively cheaper foreign commodities. It appears, then, 
that the rise of wages will not raise the prices of commodities, 
whether the metal from which money is made be produced at 
home or in a foreign country. All commodities cannot rise 
at the same time without an addition to the quantity of money. 
This addition could not be obtained at home, as we have already 
shown; nor could it be imported from abroad. To purchase 
any additional quantity of gold from abroad, commodities at 
home must be cheap, not dear. The importation of gold, and 
a rise in the price of all home-made commodities with which gold 
is purchased or paid for, are effects absolutely incompatible. 
The extensive use of paper money does not alter this question, 
for paper money conforms, or ought to conform, to the value 
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of gold, and therefore its value is influenced by such causes only 
as influence the value of that metal. 

These, then, are the laws by which wages are regulated, and 
by which the happiness of far the greatest part of every com¬ 
munity is governed. Like all other contracts, wages should 
be left to the fair and free competition of the market, and should 
never be controlled by the interference of the legislature. 

The clear and direct tendency of the poor laws is in direct 
opposition to these obvious principles: it is not, as the legislature 
benevolently intended, to amend the condition of the poor, but 
to deteriorate the condition of both poor and rich, instead of 
making the poor rich, they are calculated to make the rich poor; 
and whilst the present laws are in force, it is quite in the natural 
order of things that the fund for the maintenance of the poor 
should progressively increase till it has absorbed all the net 
revenue of the country, or at least so much of it as the state 
shall leave to us, after satisfying its own never-failing demands 
for the public expenditure. 1 

This pernicious tendency of these laws is no longer a mystery, 
since it has been fully developed by the able hand of Mr. Malthus; 
and every friend to the poor must ardently wish for their 
abolition. Unfortunately, however, they have been so long 
established, and the habits of the poor have been so formed 
upon their operation, that to eradicate them with safety from 
our political svstem requires the most cautious and skilful 
management. It is agreed by all who are most friendly to a 
repeal of these laws that, if it be desirable to prevent the most 
overwhelming distress to those for whose benefit they were 
erroneously enacted, their abolition should be effected by the 


most gradual steps. , 

It is a truth which admits not a doubt that the comforts and 
well-being of the poor cannot be permanently secured without 
some regard on their part, or some effort on the part of the 
legislature, to regulate the increase of their numbers, and to 
render less frequent among them early and improvident 
marriages. The operation of the system of poor laws has been 
directly contrary to this. They have rendered restraint super- 

1 With Mr. Buchanan, in the following passage, if tt refers to temporary 
states of misery I so far agree, that “ the great evil of the labourer s con¬ 
dition is poverty, arising either from a scarcity of food or of work; and 
in all countries "laws without number have been enacted for his relief. 
But there are miseries in the social state which legislation cannot relieve; 
and it is useful therefore to know its limits, that we may not, by aiming at 
what is impracticable, miss the good which is really in our power.’- 


Buchanan, p. 61. 
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fluous, and have invited imprudence, by offering it a portion of 
the wages of prudence and industry. 1 

The nature of the evil points out the remedy. By gradually 
contracting the sphere of the poor laws; by impressing on the 
poor the value of independence, by teaching them that they 
must look not to systematic or casual charity, but to their own 
exertions for support, that prudence and forethought are 
neither unnecessary nor unprofitable virtues, we shall by degrees 
approach a sounder and more healthful state. 

No scheme for the amendment of the poor laws merits the 
least attention which has not their abolition for its ultimate 
object; and he is the best friend of the poor, and to the cause 
of humanity, who can point out how this end can be attained 
with the most security, and at the same time with the least 
violence. It is not by raising in any manner different from the 
present the fund from which the poor are supported that the 
evil can be mitigated. It would not only be no improvement, 
but it would be an aggravation of the distress which we wish 
to see removed, if the fund were increased in amount or were 
levied according to some late proposals, as a general fund from 
the country at large. The present mode of its collection and 
application has served to mitigate its pernicious effects. Each 
parish raises a separate fund for the support of its own poor. 
Hence it becomes an object of more interest and more practica¬ 
bility to keep the rates low than if one general fund were raised 
for the relief of the poor of the whole kingdom. A parish is 
much more interested in an economical collection of the rate, 
and a sparing distribution of relief, when the whole saving will 
be for its own benefit, than if hundreds of other parishes were 
to partake of it. 

It is to this cause that we must ascribe the fact of the poor 
laws not having yet absorbed all the net revenue of the country; 
it is to the rigour with which they are applied that we arc 
indebted for their not having become overwhelmingly oppres- 

1 The progress of knowledge manifested upon this subject in the House 
of Commons since 1706 lias happily not been very small, as may be seen 
by contrasting the late report of the committee on the poor laws and the 
following sentiments of Mr. Pitt in that year: “ Let us,” said lie, “ make 
relief in cases where there are a number of children a matter of right and 
honour, instead of a ground of opprobrium and contempt. This will make 
a large family a blessing and not a curse; and this will draw a proper line 
of distinction between those who are able to provide for themselves by 
their labour, and those who, after having enriched their country with a 
number of children, have a claim upon its assistance for support ”— 
Hansard’s Parliamentary History, vol. xxxii. p. 710. 
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sive. If by law every human being wanting support could be 
sure to obtain it, and obtain it in such a degree as to make life 
tolerably comfortable, theory would lead us to expect that all 
other taxes together would be light compared with the single 
one of poor rates. The principle of gravitation is not more 
certain than the tendency of such laws to change wealth and 
power into misery and weakness; to call away the exertions of 
labour from every object, except that of providing mere sub¬ 
sistence; to confound all intellectual distinction; to busy the 
mind continually in supplying the body’s wants; until at last 
all classes should be infected with the plague of universal 
poverty. Happily these laws have been in operation during a 
period of progressive prosperity, when the funds for the main¬ 
tenance of labour have regularly increased, and when an increase 
of population would be naturally called for. But if our progress 
should become more slow; if we should attain the stationary 
state, from which I trust we are yet far distant, then will the 
pernicious nature of these laws become more manifest and 
alarming; and then, too, will their removal be obstructed by 
many additional difficulties. 



CHAPTER VI 


ON PROFITS 


The profits of stock, in different employments, having been 
shown to hear a proportion to each other, and to have a tendency 
to vary all in the same degree and in the same direction, it 
remains for us to consider what is the cause of the permanent 
variations in the rate of profit, and the consequent permanent 
alterations in the rate of interest. 

We have seen that the price 1 of corn is regulated by the 
quantity of labour necessary to produce it, with that portion 
of capital which pays no rent. We have seen, too, that all 
manufactured commodities rise and fall in price in proportion 
as more or less labour becomes necessary to their production. 
Neither the farmer who cultivates that quantity of land which 
regulates price, nor the manufacturer who manufactures goods, 
sacrifice any portion of the produce for rent. 1 he whole value 
of their commodities is divided into two portions only: one 
constitutes the profits of stock, the other the wages of labour 

Supposing corn and manufactured goods always to sell at the 
same price, profits would be high or low in proportion as wages 
were low or high. But suppose corn to rise in price because 
more labour is necessary to produce it; that cause will not raise 
the price of manufactured goods in the production of which no 
additional quantity of labour is required. If, then, wages con¬ 
tinued the same, the profits of manufacturers would remain the 
same; but if, as is absolutely certain, wages should rise with 
the rise of corn, then their profits would necessarily fall. 

If a manufacturer always sold his goods for the same money, 
for £1000, for example, his profits would depend on the price 
of the labour necessary to manufacture those goods. Ills profits 
would be less when wages amounted to £800 than when he paid 
only £600. In proportion then as wages rose would profits fall. 
But if the price of raw produce would increase, it may be asked 


1 The reader is desired to bear in mind that, for the purpose of making 
the subject more clear, I consider money to be invariable in value, and 
therefore every variation of price to be referable to an alteration in the 
value of the commodity. 
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whether the farmer at least would not have the same rate of 
profits, although he should pay an additional sum for wages? 
Certainly not: for he will not only have to pay, in common 
with the manufacturer, an increase of wages to each labourer he 
employs, but he will be obliged either to pay rent, or to employ 
an additional number of labourers to obtain the same produce; 
and the rise in the price of raw produce will be proportioned 
only to that rent, or that additional number, and will not 
compensate him for the rise of wages. 

If both the manufacturer and farmer employed ten men, on 
wages rising from £24 to £25 per annum per man, the whole 
sum paid by each would be £250 instead of £240. This is, how¬ 
ever, the whole addition that would be paid by the manufac¬ 
turer to obtain the same quantity of commodities; but the 
farmer on new land would probably be obliged to employ an 
additional man, and therefore to pay an additional sum of £25 
for wages; and the farmer on the old land would be obliged to 
pay precisely the same additional sum of £25 for rent; without 
which additional labour corn would not have risen nor rent 
have been increased. One will therefore have to pay £275 f° r 
wages alone, the other for wages and rent together; each £25 
more than the manufacturer: for this latter £25 the farmer is 
compensated by the addition to the price of raw produce, and 
therefore his profits still conform to the profits of the manu¬ 
facturer. As this proposition is important, I will endeavour 

still further to elucidate it. . , , 

We have shown that in early stages of society, both the land¬ 
lord’s and the labourer’s share of the value of the produce of 
the earth would be but small; and that it would increase in 
proportion to the progress of wealth and the dilficulty of pro¬ 
curing food. We have shown, too, that although the value of 
the labourer’s portion will be increased by the high value of 
food, his real share will be diminished; whilst that of the land¬ 
lord will not only be raised in value, but will also be increased 

The remaining quantity of the produce of the land, after the 
landlord and labourer are paid, necessarily belongs to the farmer, 
and constitutes the profits of his stock. But it may be alleged, 
that though, as society advances, his proportion of the whole 
produce will be diminished, yet as it will rise in value, he, as 
well as the landlord and labourer, may, notwithstanding, receive 

a Tt mayTeTaid, for example, that when corn rose from £4 to 
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£10, the 180 quarters obtained from the best land would sell for 
£1800 instead of £720; and, therefore, though the landlord and 
labourer be proved to have a greater value for rent and wages, 
still the value of the farmer’s profit might also be augmented. 
This, however, is impossible, as I shall now endeavour to show. 

In the first place, the price of com would rise only in proportion 
to the increased difficulty of growing it on land of a worse quality. 

It has been already remarked, that if the labour of ten men 
will, on land of a certain quality, obtain 180 quarters of wheat, 
and its value be £4 per quarter, or £720; and if the labour of 
ten additional men will, on the same or any other land, produce 
only 170 quarters in addition, wheat would rise from £4 to 
£4 4s 1 . 8 d.; for 170 :180 : : £4 : £4 45. 8 d. In other words, as for 
the production of 170 quarters the labour of ten men is neces¬ 
sary in the one case, and only that of 9.44 in the other, the rise 
would be as 9.44 to 10, or as £4 to £4 4s. 8d. In the same 
manner it might be shown that, if the labour of ten additional 
men would only produce 160 quarters, the price would further 
rise to £4 10s.; if 150, to £4 165., etc., etc. 

But when 180 quarters were produced on the land paying 
no rent, and its price was £4 per quarter, it is sold 

for.£720 

And when 170 quarters were produced on the land paying 
no rent, and the price rose to £4 4s. 8 d., it still sold 

for.720 

So 160 quarters at £4 105. produce . . . .720 

And 150 quarters at £4 16s. produce the same sum of . 720 

Now, it is evident that if, out of these equal values, the 
farmer is at one time obliged to pay wages regulated by the 
price of wheat at £4, and at other times at higher prices, the 
rate of his profits will diminish in proportion to the rise in the 
price of corn. 

In this case, therefore, I think it is clearly demonstrated that 
a rise in the price of corn, which increases the money wages of 
the labourer, diminishes the money value of the farmer’s profits. 

But the case of the farmer of the old and better land will be in 
no way different; he also will have increased wages to pay, and 
will never retain more of the value of the produce, however high 
may be its price, than £720 to be divided between himself and his 
always equal number of labourers; in proportion therefore as 
they get more, he must retain less. 

When the price of corn was at £4, the whole 180 quarters 
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belonged to the cultivator, and he sold it for £720. When corn 
rose to £4 45. 8 d., he was obliged to pay the value of ten quarters 
out of his 180 for rent, consequently the remaining 170 yielded 
him no more than £720: when it rose further to £4 10 s., he paid 
twenty quarters, or their value, for rent, and consequently only 
retained 160 quarters, which yielded the same sum of £720. 

It will be seen, then, that whatever rise may take place in the 
price of corn, in consequence of the necessity of employing more 
labour and capital to obtain a given additional quantity of 
produce, such rise will always be equalled in value by the 
additional rent or additional labour employed; so that whether 
corn sells for £4, £4 10.?., or £5 2 s. 10 d., the farmer will obtain 
for that which remains to him, after paying rent, the same real 
value. Thus we see that whether the produce belonging to the 
farmer be 180, 170, 160, or 150 quarters, he always obtains the 
same sum of £720 for it; the price increasing in an inverse 
proportion to the quantity. 

Rent, then, it appears, always falls on the consumer, and never 
on the farmer; for if the produce of his farm should uniformly 
be 180 quarters, with the rise of price he would retain the value 
of a less quantity for himself, and give the value of a larger 
quantity to his landlord; but the deduction would be such as to 
leave him always the same sum of £720. 

It will be seen too, that, in all cases, the same sum of £720 
must be divided between wages and profits. If the value of the 
raw produce from the land exceed this value it belongs to 
rent, whatever may be its amount. If there be no excess, there 
will be no rent. Whether wages or profits rise or fall, it is this 
sum of £720 from which they must both be provided. On the 
one hand, profits can never rise so high as to absorb so much 
of this £720 that enough will not be left to furnish the labourers 
with absolute necessaries; on the other hand, wages can never 
rise so high as to leave no portion of this sum for profits. 

Thus in every case, agricultural as well as manufacturing 
profits are lowered by a rise in the price of raw produce, if it be 
accompanied by a rise of wages. 1 If the farmer gets no addi¬ 
tional value for the corn which remains to him after paying 
rent, if the manufacturer gets no additional value for the goods 
which he manufactures, and if both are obliged to pay a greater 

1 The reader is aware that we are leaving out of our consideration the 
accidental variations arising from bad and good seasons, or front the 
demand increasing or diminishing by any sudden effect on the state ot 
population. We are speaking of the natural and constant, not of the 
accidental and fluctuating, price of corn. 
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value in wages, can any point be more clearly established than 
that profits must fall with a rise of wages ? ) 

The farmer, then, although he pays no part of his landlord s 
rent, that being always regulated by the price of produce, and 
invariably falling on the consumers, has however a very decided 
interest in keeping rent low, or rather in keeping the natural 
price of produce low. As a consumer of raw produce, and of 
those things into which raw produce enters as a component part, 
he will, in common with all other consumers, be interested in 
keeping the price low. But he is most materially concerned 
with the high price of corn as it affects wages. With every 
rise in the price of corn, he will have to pay, out of an equal 
and unvarying sum of £720, an additional sum for wages to the 
ten men whom he is supposed constantly to employ. Wc have 
seen, in treating on wages, that they invariably rise with the 
rise in the price of raw produce. On a basis assumed for the 
purpose of calculation, page 58, it will be seen that if when 
wheat is at £4 per quarter, wages should be £24 per annum, 

£ s d £ s. d. 

Whonwheatis.it P "- wages would be -j \l ™ ° 

I5 2 ,«) y ~7 8 6 

Now, of the unvarying fund of £720 to be distributed between 
labourers and farmers, 
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1 The 180 <]ii.liters of corn would be divide 
between landlords, farmers, and labourers, 
turns in the value of corn. 


Price per qr Rent. 

Profit 

£ s d. In Wheat. 

In Wheat 

400 None. 
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5 2 10 40 
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and, under the same circumstances, money 
be as follows: 

Price per qr. Rent. 

Profit. 

£ s. d. f 1 d. 

£ s. d. 

400 None. 

480 0 0 

448 42 7 6 

473 0 0 

4 10 0 1)0 0 0 

4G5 0 0 

4 16 0 1-14 0 0 

456 0 0 

5 2 10 205 13 4 

445 15 0 
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566 >180 
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264 o o 
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Total. 

£ s. d 
720 o o 
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810 o o 
864 o o 
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And supposing that the original capital of the farmer was £3000, 
the profits of his stock being in the first instance {480, would be 
at the rate of 16 per cent. When his profits fell to £473, they 
would be at the rate of 15.7 per cent. 

£465. 15-5 

£456.iS- 2 

£445 14-8 

But the rate of profits will fall still more, because tire capital 
of the farmer, it must be recollected, consists in a great measure 
of raw produce, such as his corn and hay-ricks, his unthreshed 
wheat and barley, his horses and cows, which would all rise in 
price in consequence of the rise ol produce. Ilis absolute 
profits would fall from £480 to £4 gs t 5s-.; but if, from the cause 
which I have just slated, his capital should rise from £3000 to 
£3200, the rate of his profits would, when corn was at £5 2,v. ioi 
be under r4 per cent. 

If a manufacturer had also employed (3000 in his business, he 
would be obliged, in consequence of the rise of wages, to increase 
his capital, in older to be enabled to carry on the same business. 
It his commodities sold before for £720 they would continue to 
sell at the same price; but the wages of labour, which were 
before £240, would rise, when corn was at £5 2 s. 10-/., to £274 5.?. 
In the first case he would have a balance ol £480 as profit on 
£3000, in the second he would have a profit only of £415 15V., 
on an increased capital, and therefore his profits would conform 
to the altered rate of those ol the farmer. 

There are few commodities which arc not more or less affected 
in their price by the rise of raw produce, because some raw 
material from the land inters into the composition of most 
commodities. Cotton goods, linen, and cloth will all rise in 
price with the rise of wheat; but they rise on account of the 
greater quantity of labour expended on the raw material from 
which tlu-\ are made, and not because more was paid by the 
manufacturer to the labourers whom he employed on those 
commodities. 

In all cases, commodities rise because more labour is expended 
on them,and not because the labour which is expended on them 
is 't a higher value. Articles of jewellery, of iron, of plate, and 
of copper, would nor rise, because none of the raw produi e from 
the surlu.ee of the earth enters into their composition. 

It may be said that 1 have taken it for granted that money 
wages would rise with a rise in the price of raw produce, but 
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that this is by no means a necessary consequence, as the labourer 
may be contented with fewer enjoyments. It is true that the 
wages of labour may previously have been at a high level, and 
that they may bear some reduction. If so, the fall of profits 
will be checked; but it is impossible to conceive that the money 
price of wages should fall or remain stationary with a gradually 
increasing price of necessaries; and therefore it may be taken 
for granted that, under ordinary circumstances, no permanent 
rise takes place in the price of necessaries without occasioning, 
or having been preceded by, a rise in wages. 

The effects produced on profits would have been the same, or 
nearly the same, if there had been any rise in the price of those 
other necessaries, besides food, on which the wages of labour are 
expended. The necessity which the labourer would he under of 
paying an increased price for such necessaries would oblige him 
to demand more wages; and whatever increases wages, neces¬ 
sarily reduces profits. But suppose the price of silks, velvets, 
furniture, and any other commodities, not required by the 
labourer, to rise in consequence of more labour being expended 
on them, would not that affect profits? Certainly not: for 
nothing can affect profits but a rise in wages; silks and velvets 
are not consumed by the labourer, and therefore cannot raise 
wages. 

It is to be understood that I am speaking of profits generally. 
I have already remarked that the market price of a commodity 
may exceed its natural or necessary price, as it may be produced 
in less abundance than the new demand for it requires. This, 
however, is hut a temporary effect. The high profits on capital 
employed in producing that commodity will naturally attract 
capital to that trade; and as soon as the requisite funds are 
supplied, and the quantity of the commodity is duly increased, 
its price will fall, and the profits of the trade will conform to the 
general level. A fall in the general rate of profits is by no means 
incompatible with a partial rise of profits in particular employ¬ 
ments. It is through the inequality of profits that capital is 
moved from one employment to another. Whilst, then, general 
profits are falling, and gradually settling at a lower level in 
consequence of the rise of wages, and the increasing difliculty 
of supplying the increasing population with necessaries, the 
profits of the farmer may, for an interval of some little duration, 
be above the former level. An extraordinary stimulus may be 
also given for a certain time to a particular branch of foreign 
and colonial trade; but the admission of this fact by no means 
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invalidates the theory, that profits depend on high.or low 
wages, wages on the price of necessaries, and the price of neces¬ 
saries chiefly on the price of food, because all other requisites 
may be increased almost without limit. 

It should be recollected that prices always vary in the market, 
and in the first instance, through the comparative state of 
demand and supply. Although cloth could be furnished at 40.?. 
per yard, and give the usual profits of stock, it may rise to 
6 os. or 80.9. from a general change of fashion, or from any other 
cause which should suddenly and unexpectedly increase the 
demand or diminish the supply of it. The makers of cloth will 
for a time have unusual profits, but capital will naturally flow 
to that manufacture, till the supply and demand are again at 
their fair level, when the price of cloth will again sink to 409., 
its natural or necessary price. In the same manner, with every 
increased demand for corn, it may rise so high as to afford more 
than the general profits to the farmer. If there be plenty of 
fertile land, the price of corn will again fall to its former stan¬ 
dard, after the requisite quantity of capital has been employed 
in producing it, and profits will be as before; but if there be 
not plenty of fertile land, if, to produce this additional quantity, 
more than the usual quantity of capital and labour be required, 
corn will not fall to its former level Its natural price will be 
raised, and the farmer, instead of obtaining permanently larger 
profits, will find himself obliged to be satisfied with the dimin¬ 
ished rate which is the inevitable consequence of the rise of 
wages, produced by the rise of necessaries. 

The natural tendency of profits then is to fall; for, in the 
progress of society and wealth, the additional quantity of food 
required is obtained by the sacrifice of more and more labour. 
This tendency, this gravitation as it were of profits, is happily 
checked at repeated intervals by the improvements in machinery 
connected with the production of necessaries, as well as by 
discoveries in the science of agriculture, which triable us to 
relinquish a portion of labour before required, and therefore to 
lower the price of the prime necessary of the labourer. I he 
rise in the price of necessaries and in the wages of labour is, 
however, limited; for as soon as wages should be equal (as in 
the case formerly stated) to £720, the whole receipts of the 
farmer, there must be an end of accumulation; for no capital 
can then yield any profit whatever, and no additional labour 
can be demanded, and consequently population will have 
reached its highest point. Long, indeed, before this period, 
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the very low rate of profits will have arrested all accumulation, 
and almost the whole produce of the country, after paying the 
labourers, will be the property of the owners of land and the 
receivers of tithes and taxes. 

Thus, taking the former very imperfect basis as the grounds 
of my calculation, it would appear that when corn was at £20 
per quarter, the whole net income of the country would belong 
to the landlords, for then the same quantity of labour that was 
originally necessary to produce 180 quarters would be necessary 
to produce 36; since £20 : £4 : : 180 : 36. The farmer, then, 
who produced 180 quarters (if any such there were, for the old 
and new capital employed on the land would be so blended 
that it could in no way be distinguished), would sell the 


180 qrs. at £20 per qr. or 

the value of 144 qrs. { to ^ndlord for rout being the difference ) 
TT 1 t between 30 and 180 qrs. ) 


£3600 

2880 


36 qrs. 

the value of 36 qrs. to labourers, ten in number 


720 

720 


leaving nothing whatever for profit. 

I have supposed that at this price of £20 the labourers would continue to 
consume three quarters each per annum, or £60 
And that on the other commodities they would 

expend.12 


72 for each labourer. 

And therefore ten labourers would cost £720 per annum. 

In all these calculations I have been desirous only to elucidate 
the principle, and it is scarcely necessary to observe that my 
whole basis is assumed at random, and merely for the purpose 
of exemplification. The results, though different in degree, 
would have been the same in principle, however accurately 
I might have set out in stating the difference in the number of 
labourers necessary to obtain the successive quantities of corn 
required by an increasing population, the quantity consumed 
by the labourer’s family, etc., etc. My object has been to 
simplify the subject, and I have therefore made no allowance 
for the increasing price of the other necessaries, besides food, of 
the labourer; an increase which would be the consequence of 
the increased value of the raw materials from which they are 
made, and which would of course further increase wages and 
lower profits. 

I have already said that long before this state of prices was 
become permanent there would be no motive for accumulation; 
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for no one accumulates but with a view to make his accumula¬ 
tion productive, and it is only when so employed that it operates 
on profits. Without a motive there could be no accumulation, 
and consequently such a state of prices never could take place. 
The farmer and manufacturer can no more live without profit 
than the labourer without wages. Their motive for accumula¬ 
tion will diminish with every diminution of profit, and will 
cease altogether when their profits arc so low as not to afford 
them an adequate compensation for their trouble, and the risk 
which they must necessarily encounter in employing their 
capital productively. 

I must again observe that the rate of profits would fall much 
more rapidly than I have estimated in my calculation; for the 
value of the produce being what I have stated it under the 
circumstances supposed, the value of the farmer’s stock would 
be greatly increased from its necessarily consisting of many of 
the commodities which had risen in value. Before corn could 
rise from £4 to £12, his capital would probably be doubled in 
exchangeable value, and be worth £6000 instead of £ 3 000 - 
If then his profit were £180, or 6 per cent, on his original capital, 
profits would not at that time be really at a higher rate than 
3 per cent.; for £6000 at 3 per cent, gives £180; and on those 
terms only could a new farmer with £6000 money in his pocket 
enter into the farming business. 

Many trades would derive some advantage, more or less, from 
the same source. The brewer, the distiller, the clothier, the 
linen manufacturer, would be partly compensated for the 
diminution of their profits by the rise in the value of their stock 
of raw and finished materials; but a manufacturer of hardware, 
of jewellery, and of many other commodities, as well as those 
whose capitals uniformly consisted of money, would be subject 
to the whole fall in the rate of profits, without any compensation 
whatever. 

We should also expect that, however the rate of the profits 
of stock might diminish in consequence of the accumulation of 
capital on the land, and the rise of wages, yet that the aggregate 
amount of profits would increase. Thus, supposing that with 
repeated accumulations of £100,000, the rate of profit should 
fall from 20 to 19, to 18, to 17 per cent., a constantly diminishing 
rate, we should expect that the whole amount of profits received 
by those successive owners of capital would be always pro¬ 
gressive; that it would be greater when the capital was £200,000 
than when £100,000; still greater when £300,000; and so on, 
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increasing, though at a diminishing rate, with every increase of 
capital. This progression, however, is only true for a certain 
time; thus, 19 per cent, on £200,000 is more than 20 on 
£100,000; again, 18 per cent, on £300,000 is more than 19 per 
cent, on £200,000; but after capital has accumulated to a large 
amount, and profits have fallen, the further accumulation 
diminishes the aggregate of profits. Thus, suppose the accu¬ 
mulation should be £1,000,000, and the profits 7 per cent., the 
whole amount of profits will be £70,000; now if an addition of 
£100,000 capital be made to the million, and profits should fall 
to 6 per cent., £66,000 or a diminution of £4000 will be received 
by the owners of stock, although the whole amount of stock 
will be increased from £1,000,000 to £1,100,000. 

There can, however, be no accumulation of capital so long 
as stock yields any profit at all, without its yielding not only 
an increase of produce, but an increase of value. By employing 
£100,000 additional capital, no part of the former capital will 
be rendered less productive. The produce of the land and labour 
of the country must increase, and its value will be raised, not 
only by the value of the addition which is made to the former 
quantity of productions, but by the new value which is given 
to the whole produce of the land, by the increased difficulty of 
producing the last portion of it. When the accumulation of 
capital, however, becomes very great, notwithstanding this 
increased value, it will be so distributed that a less value than 
before will be appropriated to profits, while that which is devoted 
to rent and wages will be increased. Thus with successive 
additions of £100,000 to capital, with a fall in the rate of profits, 
from 20 to 19, to 18, to 17 per cent., etc., the productions 
annually obtained will increase in quantity, and be of more than 
the whole additional value which the additional capital is 
calculated to produce. From £20,000 it will rise to more than 
£39,000, and then to more than £57,000, and when the capital 
employed is a million, as we before supposed, if £100,000 more 
be added to it, and the aggregate of profits is actually lower 
than before, more than £6000 will nevertheless be added to the 
revenue of the country, but it will be to the revenue of the 
landlords and labourers; they will obtain more than the addi¬ 
tional produce, and will from their situation be enabled to 
encroach even on the former gains of the capitalist. Thus, 
suppose the price of corn to be £4 per quarter, and that there¬ 
fore, as we before calculated, of every £720 remaining to the 
farmer after payment of his rent, £480 were retained by him, 
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and £240 were paid to his labourers; when the price rose to £6 
per quarter, he would be obliged to pay his labourers £300 and 
retain only £420 for profits: he'would be obliged to pay them 
£300 to enable them to consume the same quantity of neces¬ 
saries as before, and no more. Now if the capital employed 
were so large as to yield a hundred thousand times £720, or 
£72,000,000, the aggregate of profits would be £48,000,000 
when wheat was at £4 per quarter; and if by employing a 
larger capital 105,000 times £720 were obtained when wheat 
was at £6, or £75,600,000, profits would actually fall from 
£48,000,000 to £44,100,000 or 105,000 times £420, and wages 
would rise from £24,000,000 to £31,500,000. Wages would rise 
because more labourers would be employed in proportion to 
capital; and each labourer would receive more money wages; 
but the condition of the labourer, as we have already shown, 
would be worse, inasmuch as he would be able to command a 
less quantity of the produce of the country. The only real 
gainers would be the landlords; they would receive higher rents, 
first, because produce would be of a higher value, and secondly, 
because they would have a greatly increased proportion of that 
produce. 

Although a greater value is produced, a greater proportion of 
what remains of that value, after paying rent, is consumed by 
the producers, and it is this, and this alone, which regulates 
profits. Whilst the land yields abundantly, wages may tem¬ 
porarily rise, and the producers may consume more than their 
accustomed proportion; but the stimulus which will thus be 
given to population will speedily reduce the labourers to their 
usual consumption. But when poor lands are taken into culti¬ 
vation, or when more capital and labour are expended on the 
old land, with a less return of produce, the effect must be 
permanent. A greater proportion of that part of the produce 
which remains to be divided, after paying rent, between the 
owners of stock and the labourers, will be apportioned to the 
latter. Each man may, and probably will, have a less absolute 
quantity; but as more labourers are employed in proportion to 
the whole produce retained by the farmer, the value of a greater 
proportion of the whole produce will be absorbed by wages, and 
consequently the value of a smaller proportion will be devoted 
to profits. This will necessarily be rendered permanent by tl.e 
laws of nature, which have limited the productive powers of 
the land. 

Thus we again arrive at the same conclusion which we have 
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before attempted to establish:—that in all countries, and al 
times, profits depend on the quantity of labour requisite to 
provide necessaries for the labourers on that land or with that 
capital which yields no rent. The effects then of accumulation 
will be different in different countries, and will depend chiefly 
on the fertility of the land. However extensive a country may 
be where the land is of a poor quality, and where the importa¬ 
tion of food is prohibited, the most moderate accumulations of 
capital will be attended with great reductions in the rate ot 
profit and a rapid rise in rent; and on the contrary a small but 
fertile country, particularly if it freely permits the importation 
of food, may accumulate a large stock of capital without any 
meat diminution in the rate of profits, or any great increase in 
the rent of land. In the Chapter on Wages we have endeav¬ 
oured to show that the money price of commodities wool 1 not 
be raised bv a rise of wages, either on the supposition that go , 
the standard of money, was the produce of this country, or that 
it was imported from abroad. But if it were otherwise, if the 
prices of commodities were permanently raised by high wages, 
the proposition would not be less true, which asserts that high 
wages invariably affect the employers of labour by depriving 
them of a portion of their real profits. Supposing the hatter, 
the hosier, and the shoemaker each paid £10 more wages in the 
manufacture of a particular quantity of their commodities, and 
that the price of hats, stockings, and shoes rose by a sum 
sufficient to repay the manufacturer the £10; their situation 
would be no better than if no such rise took place. If the 
hosier sold his stockings for £no instead of £100 Ins profits 
would be precisely the same money amount as before, but as 
he would obtain in exchange for this equal sum, one-tenth less 
of hats, shoes, and every other commodity, and as he could 
with his former amount of savings employ fewer labourers at 
the increased wages, and purchase fewer raw materials at the 
increased prices, he would he in no better situation than if his 
money profits had been really diminished in amount and every¬ 
thing had remained at its former price. Thus, then, I have 
endeavoured to show, first, that a rise of wages would not raise 
the price of commodities, but would invariably lower profits; 
and secondly, that if the prices of all commodities could be 
raised still the effect on profits would be the same; and that, 
in fact, the value of the medium only in which prices and profits 
are estimated would be lowered. 
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ON FOREIGN TRADE 

No extension of foreign trade will immediately increase the 
amount of value in a country, although it will very powerfully 
contribute to increase the mass of commodities, and therefore 
the sum of enjoyments. As the value of all foreign goods is 
measured by the quantity of the produce of our land and labour 
which is given in exchange for them, we should have no greater 
value if, by the discovery of new markets, we obtained double 
the quantity of foreign goods in exchange for a given quantity 
of ours. If by the purchase of English goods to the amount of 
£1000 a merchant can obtain a quantity of foreign goods, 
which he can sell in the English market for £1200, he will 
obtain 20 per cent, profit by such an employment of his capital; 
but neither his gains, nor the value of the commodities imported, 
will be increased or diminished by the greater or smaller quantity 
of foreign goods obtained. Whether, for example, he imports 
twenty-five or fifty pipes of wine, his interest can be no way 
affected if at one time the twenty-live pipes, and at another 
the fifty pipes, equally sell for £1200. In either case his profit 
will be limited to £200, or 20 per cent, on his capital; and in 
cither case the same value will be imported into England. If 
the fifty pipes sold for more than £1200, the profits of this 
individual merchant would exceed the general rate of profits, 
and capital would naturally flow into this advantageous trade, 
till the fall of the price of wine had brought everything to the 
former level. 

It has indeed been contended that the great profits which 
are sometimes made by particular merchants in foreign trade 
will elevate the general rate of profits in the country, and that 
the abstraction of capital from other employments, to partake 
of the new and beneficial foreign commerce, will raise prices 
generally, and thereby increase profits. It has been said, by 
high authority, that less capital being necessarily devoted to 
the growth of corn, to the manufacture of cloth, hats, shoes, 
etc., while the demand continues the same, the price of these 
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commodities will be so increased, that the farmer, hatter, 
clothier, and shoemaker will have an increase of profits as well 
as the foreign merchant. 1 

They who hold this argument agree with me that the profits 
of different employments have a tendency to conform to one 
another; to advance and recede together. Our variance con¬ 
sists in this: They contend that the equality of profits will be 
brought about by the general rise of profits; and I am of opinion 
that the profits of the favoured trade will speedily subside to 
the general level. 

For, first, I deny that less capital will necessarily be devoted 
to the growth of corn, to the manufacture of cloth, hats, shoes, 
etc., unless the demand for these commodities be diminished; 
and if so, their price will not rise. In the purchase of foreign 
commodities, either the same, a larger, or a less portion of the 
produce of the land and labour of England will be employed. 
If the same portion be so employed, then will the same demand 
exist for cloth, shoes, corn, and hats as before, and the same 
portion of capital will be devoted to their production. If, in 
consequence of the price of foreign commodities being cheaper, 
a less portion of the annual produce of the land and labour of 
England is employed in the purchase of foreign commodities, 
more will remain for the purchase of other things. If there be 
a greater demand for hats, shoes, com, etc., than before, which 
there may be, the consumers of foreign commodities having an 
additional portion of their revenue disposable, the capital is also 
disposable with which the greater value of foreign commodities 
was before purchased; so that with the increased demand for 
corn, shoes, etc., there exists also the means of procuring an 
increased supply, and therefore neither prices nor profits can 
permanently rise. If more of the produce of the land and 
labour of England be employed in the purchase of foreign com¬ 
modities, less can be employed in the purchase of other things, 
and therefore fewer hats, shoes, etc., will be required. At the 
same time that capital is liberated from the production of 
shoes, hats, etc., more must be employed in manufacturing 
those commodities with which foreign commodities are pur¬ 
chased; and, consequently, in all cases the demand for foreign 
and home commodities together, as far as regards value, is 
limited by the revenue and capital of the country. If one 
increases the other must diminish. If the quantity of wine 
imported in exchange for the same quantity of English com- 
* See Adam Smith, book i. chap. 9. 
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modities be doubled, the people of England can either consume 
double the quantity of wine that they did before, or the same 
quantity of wine and a greater quantity of English commodities. 
If my revenue had been £1000 with which I purchased annually 
one pipe of wine for £100, and a certain quantity of English 
commodities for £900; when wine fell to £50 per pipe, I might 
lay out the £50 saved, either in the purchase of an additional 
pipe of wine or in the purchase of more English commodities. 
If I bought more wine, and every wine-drinker did the same, 
the foreign trade would not be in the least disturbed; the same 
quantity of English commodities would be exported in exchange 
for wine, and we should receive double the quantity, though 
not double the value of wine. But if I, and others, contented 
ourselves with the same quantity of wine as before, fewer 
English commodities would be exported, and the wine-drinkers 
might either consume the commodities which were before 
exported, or any others for which they had an inclination. The 
capital required for their production would be supplied by the 
capital liberated from the foreign trade. 

There are two ways in which capital may be accumulated; 
it may be saved either in consequence of increased revenue or 
of diminished consumption. If my profits arc raised from 
£1000 to £1200, while my expenditure continues the same, I 
accumulate annually £200 more than I did before. If I save 
£200 out of my expenditure, while my profits continue the same, 
the same effect will be produced; £200 per annum will be added 
to my capital. The merchant who imported wine after profits 
had been raised from 20 per cent, to 40 per cent., instead of 
purchasing his English goods for £1000, must purchase them 
for £857 2 s. 10 d., still selling the wine which he imports in 
return for those goods for £1200; or, if he continued to purchase 
his English goods for £1000, must raise the price of his wine 
to £1400; he would thus obtain 40 instead of 20 per cent, profit 
on his capital; but if, in consequence of the cheapness of all the 
commodities on which his revenue was expended, he and all 
other consumers could save the value of £200 out of every £1000 
they before expended, they would more effectually add to the 
real wealth of the country; in one case, the savings would be 
made in consequence of an increase of revenue, in the other, in 
consequence of diminished expenditure. 

If, by the introduction of machinery, the generality of the 
commodities on which revenue was expended fell 20 per cent, 
in value, I should be enabled to save as effectually as if my 
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revenue had been raised 20 per cent.; but in one case the rate 
of profits is stationary, in the other it is raised 20 per cent.—If, 
by the introduction of cheap foreign goods, I can save 20 per 
cent, from my expenditure, the effect will be precisely the same 
as if machinery had lowered the expense of their production, 
but profits would not be raised. 

It is not, therefore, in consequence of the extension of the 
market that the rate of profit is raised, although such extension 
may be equally efficacious in increasing the mass of commo¬ 
dities, and may thereby enable us to augment the funds destined 
for the maintenance of labour, and the materials on which 
labour may be employed. It is quite as important to the happi¬ 
ness of mankind that our enjoyments should be increased by 
the better distribution of labour, by each country producing 
those commodities for which by its situation, its climate, and 
its other natural or artificial advantages it is adapted, and by 
their exchanging them for the commodities of other countries, 
as that they should be augmented by a rise in the rate of profits. 

It has been my endeavour to show throughout this work 
that the rate of profits can never be increased but by a fall in 
wages, and that there can be no permanent fall of wages but in 
consequence of a fall of the necessaries on which wages are 
expended. If, therefore, by the extension of foreign trade, or 
by improvements in machinery, the food and necessaries of the 
labourer can be brought to market, at a reduced price, profits 
will rise. If, instead of growing our own corn, or manufacturing 
the clothing and other necessaries of the labourer, we discover 
a new market from which we can supply ourselves with these 
commodities at a cheaper price, wages will fall and profits rise; 
but if the commodities obtained at a cheaper rate, by the exten¬ 
sion of foreign commerce, or by the improvement of machinery, 
be exclusively the commodities consumed by the rich, no 
alteration will take place in the rate of profits. The rate of 
wages would not be affected, although wine, velvets, silks, and 
other expensive commodities should fall 50 per cent., and 
consequently profits would continue unaltered. 

Foreign trade, then, though highly beneficial to a country, as 
it increases the amount and variety of the objects on which 
revenue may be expended, and affords, by the abundance and 
cheapness of commodities, incentives to saving, and to the 
accumulation of capital, has no tendency to raise the profits of 
stock unless the commodities imported be of that description 
on which the wages of labour are expended. 
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The remarks which have been made respecting foreign trade 
apply equally to home trade. The rate of profits is never 
increased by a better distribution of labour, by the invention 
of machinery, by the establishment of roads and canals, or by 
any means of abridging labour either in the manulacturc or in the 
conveyance of goods. These are causes which operate on price, 
and never fail to be highly beneficial to consumers; since they 
enable them, with the same labour, or with the value of the 
produce of the same labour, to obtain in exchange a greater 
quantity of the commodity to which the improvement is applied; 
but they have no effect whatever on profit. On the other hand, 
every diminution in the wages of labour raises profits, but 
produces no effect on the price of commodities. One is advan¬ 
tageous to all classes, for all (lasses are consumers; the other 
is beneficial only to producers; they gain more, but everything 
remains at its former price. In the first case they get the same 
as before; but everything on which their gains are expended 
is diminished in exchangeable value. 

The same rule which regulates the relative value of com¬ 
modities in one country does not regulate the telalive value of 
the commodities exchanged between two or more countries. 

Under a system of perfectly free commerce, each country 
naturally devotes its capital and labour to such employments 
as are most beneficial to each. This pursuit of individual 
advantage is admirably connected with the universal good oi 
the whole. By stimulating industry, by rewarding ingenuity, 
and by using most efficaciously the peculiar powers bestowed 
by nature, it distributes labour most effectively and most 
economically: while, by increasing the general mass of pro¬ 
ductions, it diffuses general benefit, and binds together, by one 
common tie of interest and intercourse, the universal society 
of nations throughout the civilised world. It is tins principle 
which determines that wme shall be made in frame and 
Portugal, that corn shall be grown in America and 1 oland, 
and that hardware and other goods shall be manufactured in 

In one and the same country, profits arc, generally speaking 
always on the same level; or differ only as the employment of 
capital may be more or less secure and agreeable. It is not so 
between different countries. If the profits of capital employed 
in Yorkshire should exceed those of capital employed in London, 
capital would speedily move from London to Yorkshire, and an 
equality of profits would be effected; but if in consequence of 
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the diminished rate of production in the lands of England from 
the increase of capital and population wages should rise and 
profits fall, it would not follow that capital and population 
would necessarily move from England to Holland, or Spain, or 
Russia, where profits might be higher. 

If Portugal had no commercial connection with other coun¬ 
tries, instead of employing a great part of her capital and 
industry in the production of wines, with which she purchases 
for her own use the cloth and hardware of other countries, she 
would be obliged to devote a part of that capital to the manu¬ 
facture of those commodities, which she would thus obtain 
probably inferior in quality as well as quantity. 

The quantity of wine which she shall give in exchange for the 
cloth of England is not determined by the respective quantities 
of labour devoted to the production of each, as it would be if 
both commodities were manufactured in England, or both in 
Portugal. 

England may be so circumstanced that to produce the cloth 
may require the labour of too men for one year; and if she 
attempted to make the wine, it might require the labour of 
120 men for the same time. England would therefore find it 
her interest to import wine, and to purchase it by the exportation 
of cloth. 

To produce the wine in Portugal might require only the labour 
of 80 men for one year, and to produce the cloth in the same 
country might require the labour of 90 men for the same time. 
It would therefore be advantageous for her to export wine in 
exchange for cloth. This exchange might even take place 
notwithstanding that the commodity imported by Portugal 
could be produced there with less labour than in England. 
Though she could make the cloth with the labour of 90 men, 
she would import it from a country where it required the labour 
of 100 men to produce it, because it would be advantageous to 
her rather to employ her capital in the production of wine, for 
which she would obtain more cloth from England, than she 
could produce by diverting a portion of her capital from the 
cultivation of vines to the manufacture of cloth. 

Thus England would give the produce of the labour of 100 
men lor the produce of the labour of 80. Such an exchange 
could not take place between the individuals of the same 
country. The labour of 100 Englishmen cannot be given for 
that of 80 Englishmen, but the produce of the labour of 100 
Englishmen may be given for the produce of the labour of 80 



On Foreign Trade 


83 


Portuguese, 60 Russians, or 120 East Indians. The difference 
in this respect, between a single country and many, is easily 
accounted for, by considering the difficulty with which capital 
moves from one country to another, to seek a more profitable 
employment, and the activity with which it invariably passes 
from one province to another in the same country. 1 

It would undoubtedly be advantageous to the capitalists of 
England, and to the consumers in both countries, that under 
such circumstances the wine and the cloth should both be 
made in Portugal, and therefore that the capital and labour of 
England employed in making cloth should be removed to 
Portugal for that purpose. In that case, the relative value of 
these commodities would be regulated by the same principle 
as if one were the produce of Yorkshire and the other of London: 
and in every other case, if capital freely flowed towards those 
countries where it could be most profitably employed, there 
could be no difference in the rate of profit, and no other difference 
in the real or labour price of commodities than the additional 
quantity of labour required to convey them to the various 
markets where they were to be sold. 

Experience, however, shows that the fancied or real insecurity 
of capital, when not under the immediate control of its owner, 
together with the natural disinclination which every man has 
to quit the country of his birth and connections, and intrust 
himself, with all his habits fixed, to a strange government and 
new laws, check the emigration of capital. These feelings, 
which I should be sorry to see weakened, induce most men of 
property to be satisfied with a low rate of profits in their own 
country, rather than seek a more advantageous employment 

for their wealth in foreign nations. 

Gold and silver having been chosen for the general medium ot 
circulation, they are, by the competition of commerce, distri¬ 
buted in such proportions amongst the different countries of the 
world as to accommodate themselves to the natural traffic 

1 It will appear then, that a country possessing very considerable 
advantages in'maclunerv and skill, and which may therefore be enabled 
to manufacture commodit.es with much less labour 11'; 111 ne.Khhntms 
may, in return for such commodities import a port on ol^. t ‘ c ° r “ 1r !“ 

for its consumption, even if its land were mor< ei < imported 

Brown with less labour than m the country from V^,' r , 0 ^ fo ^ ther 
Two men can both make shoes and hats, and one is superior to the outer 
in both employments; but in making hats he canon.y exceed his <:om- 
pctitor by one-fifth or 20 per cent and in:making si «s h< can exe, 1 him 

t'he^pcriorman^shoukTemploy'himscl'f exclusively in making shoes, ani 
the interior man in making hats. 
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which would take place if no such metals existed, and the trade 
between countries were purely a trade of barter. 

Thus, cloth cannot be imported into Portugal unless it sell 
there for more gold than it cost in the country from which it was 
imported; and wine cannot be imported into England unless 
it will sell for more there than it cost in Portugal. If the trade 
were purely <1 trade of barter, it could only continue whilst 
England could make cloth so cheap as to obtain a greater 
quantity of wine with a given quantity of labour by manu¬ 
facturing cloth than by growing vines; and also whilst the 
industry of Portugal were attended by the reverse effects. Now 
suppose England to discover a process for making wine, so that 
it should become her interest rather to grow it than import it; 
she would naturally divert a portion of her capital from the 
foreign trade to the home trade; she would cease to manufacture 
cloth for exportation, and would grow wine for herself. The 
money price of these commodities would be regulated accord¬ 
ingly; wine would fall here while cloth continued at its former 
price, and in Portugal no alteration would take place in the 
price of either commodity. Cloth would continue for some 
time to be exported from Ibis country, because its price would 
continue to be higher in Portugal than here; hut money instead 
of wine would be given in exchange for it, till the accumulation 
of money here, and its diminution abroad, should so operate 
on the relativ e value of doth in the two countries that it would 
cease to be profitable to export it. If the improvement in 
making wine were of a \ cry important description, it might 
become profitable for the two countries to exchange employ¬ 
ments; for England to make all the wine, and Portugal all the 
cloth consumed by them; but this could be effected only by a 
new distribution of the precious metals, which should raise the 
price of cloth in England and lower it in Portugal. The 
relative price of wine would fall in England in consequence of 
the real advantage from the improvement of its manufacture; 
that is to say, its natural price would fall; the relative price of 
cloth would Vise there from the accumulation of money. 

Thus, suppose before the improvement in making wine in 
England the price of wine here were £50 per pipe, and the price 
of a certain quantity of cloth were £45, whilst in Portugal the 
price of the same quantity of wine was £45, and that of the 
same quantity of cloth £50; wine would be exported from 
Portugal with a profit of £5, and cloth from England with a 
profit of the same amount. 
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Suppose that, after the improvement, wine falls to £45 in 
England, the cloth continuing at the same price. Every trans¬ 
action in commerce is an independent transaction. Whilst 
a merchant can buy cloth in England for £45, and sell it with 
the usual profit in Portugal, he will continue to export it from 
England. His business is simply to purchase English cloth, 
and to pay for it by a bill of exchange, which he purchases with 
Portuguese money. It is to him of no importance what becomes 
of this money: he has discharged his debt by the remittance 
of the bill. His transaction is undoubtedly regulated by the 
terms on which he can obtain this bill, but they are known to 
him at the time; and the causes which may influence the 
market price of bills, or the rate of exchange, is no considera¬ 
tion of his. 

If the markets be favourable for the exportation of wine from 
Portugal to England, the exporter of the wine will be a seller 
of a bill, which will be purchased either bv the importer of the 
cloth, or by the person who sold him his bill; and thus, without 
the necessity of money passing from cither country, the exporters 
in each country will be paid for their goods. Without having 
any direct transaction with each other, the money paid in 
Portugal by the importer of cloth will be paid to the Portuguese 
exporter of wine; and in England by the negotiation of the 
same bill the exporter of the cloth will be authorised to receive 
its value from the importer of wine. 

But if the prices of wine were such that no wine could be 
exported to England, the importer of cloth would equally 
purchase a bill; but the price of that bill would be higher, from 
the knowledge which the seller of it would possess that there 
was no counter hill in the market by which he could ultimately 
settle the transactions between the two countries; lie might 
know that the gold or silver money which he received in exchange 
for his hill must be actually exported to his correspondent in 
England, to enable him to pay the demand which he had 
authorised to he made upon him, and lie might therefore charge 
in the price of his bill all the expenses to he incurred, together 

with his fair and usual profit. ,,,,,, 1 

If then this premium for a hill on England should be equal 
to the profit on importing cloth, the importation would of course 
cease; but if the premium on the hill were only 2 per cent., if to 
he enabled to pay a debt in England of £100, £102 should be paid 
in Portugal, whilst cloth which cost £45 would sell for £50, 
cloth would be imported, bills would he bought, and money 
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would be exported, till the diminution of money in Portugal, 
and its accumulation in England, had produced such a state 
of prices as would make it no longer profitable to continue these 
transactions. 

But the diminution of money in one country, and its increase 
in another, do not operate on the price of one commodity only, 
but on the prices of all, and therefore the price of wine and 
cloth will be both raised in England and both lowered in 
Portugal. The price of cloth, from being £45 in one country 
and £50 in the other, would probably fall to £49 or £48 in 
Portugal, and rise to £46 or £47 in England, and not afford 
a sufficient profit after paying a premium for a bill to induce 
any merchant to import that commodity. 

It is thus that the money of each country is apportioned to it 
in such quantities only as may be necessary to regulate a profit¬ 
able trade of barter. England exported cloth in exchange for 
wine because, by so doing, her industry was rendered more 
productive to her; she had more cloth and wine than if she had 
manufactured both for herself; and Portugal imported cloth 
and exported wine because the industry of Portugal could be 
more beneficially employed for both countries in producing 
wine. Let there be more difficulty in England in producing 
cloth, or in Portugal in producing wine, or let there be more 
facility in England in producing wine, or in Portugal in pro¬ 
ducing cloth, and the trade must immediately cease. 

No change whatever takes place in the circumstances of 
Portugal; but England finds that she can employ her labour 
more productively in the manufacture of wine, and instantly 
the trade of barter between the two countries changes. Not 
only is the exportation of wine from Portugal stopped, but 
a new distribution of the precious metals takes place, and her 
importation of cloth is also prevented. 

Both countries would probably find it their interest to make 
their own wine and their own cloth; but this singular result 
would take place: in England, though wine would be cheaper, 
cloth would be elevated in price, more would be paid for it by 
the consumer; while in Portugal the consumers, both of cloth 
and of wine, would be able to purchase those commodities 
cheaper. In the country where the improvement was made 
prices would be enhanced; in that where no change had taken 
place, but where they had been deprived of a profitable branch 
of foreign trade, prices would fall. 

This, however, is only a seeming advantage to Portugal, for the 
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quantity o£ cloth and wine together produced in that country 
would be diminished, while the quantity produced in England 
would be increased. Money would in some degree have changed 
its value in the two countries; it would be lowered in England 
and raised in Portugal. Estimated in money, the whole revenue 
of Portugal would be diminished; estimated in the same medium 
the whole revenue of England would be increased. 

Thus, then, it appears that the improvement of a manufacture 
in any country tends to alter the distribution of the precious 
metals amongst the nations of the world: it tends to increase 
the quantity of commodities, at the same time that it raises 
general prices in the country where the improvement takes 


To simplify the question, I have been supposing the trade 
between two countries to be confined to two commodities—to 
wine and cloth; but it is well known that many and various 
articles enter into the list of exports and imports. By the 
abstraction of money from one country, and the accumulation 
of it in another, all commodities are affected in price, and 
consequently encouragement is given to the exportation of 
many more commodities besides money, which will therefore 
prevent so great an effect from taking place on the value of 
money in the two countries as might otherwise be expected. 

Beside the improvements in arts and machinery, there are 
various other causes which arc constantly operating on the 
natural course of trade, and which interfere with the equilibrium 
and the relative value of money. Bounties on exportation or 
importation, new taxes on commodities, sometimes by their 
direct, and at other times by their indirect operation, disturb 
the natural trade of barter, and produce a consequent necessity 
of importing or exporting money, in order that prices may be 
accommodated to the natural .course of commerce; and this 
effect is produced not only in the country where the disturbing 
cause takes place, but, in a greater or less degree, m every 

country of the commercial world. , 

This 7 will in some measure account for the different value of 
money in different countries; it will explain to us why the P"“ s 
of home commodities, and those of great bulk though of com¬ 
paratively small value, are, independently of other causes, 
higher in those countries where manufactures flourish. (If two 
countries having precisely the same popu a ion, 
quantity of land of equal fertility in cultivation, with thc same 
knowledge too of agriculture, the prices of raw produce will be 
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highest in that where the greater skill and the better machinery 
is "used in the manufacture of exportable commodities. The 
rate of profits will probably differ but little; for wages, or the 
real reward of the labourer, may be the same in both; but those 
wages, as well as raw produce, will be rated higher m money 
in that country, into which, from the advantages attending their 
skill and machinery, an abundance of money is imported in 

exchange for their goods. . 

Of these two countries, if one had the advantage in the manu¬ 
facture of goods of one quality, and the other in the manufacture 
of goods of another quality, there would be no decided influx of 
the precious metals into either; but if the advantage very 
heavily preponderated in favour of either, that effect would be 

' n< In'the former part of this work, we have assumed, for the 
purpose of argument, that money always continued of the 
same value; we are now endeavouring to show that, besides 
the ordinary variations in the value of money, and those which 
are common to the whole commercial world, there are a so 
partial variations to which money is subject in particular 
countries; and to the fact that the value of money is never 
the same in any two countries, depending as it does on relative 
taxation, on manufacturing skill, on the advantages of clynate, 

natural productions, and many other causes. 

Although, however, money is subject to such perpetual 
variations, and consequently the prices of the commodities 
which are common to most countries are also subject to con¬ 
siderable difference, yet no effect will be produced on the rate 
of profits, either from the influx or efflux of money. Capital 
will not be increased because the circulating medium is aug¬ 
mented. If the rent paid by the farmer to his landlord, and 
the wages to his labourers, be 20 per cent, higher in one country 
than another, and if at the same time the nominal value of the 
farmer’s capital be 20 per cent, more, he will receive precisely 
the same rate of profits, although he should sell his raw produce 

20 per cent, higher. , , , 

Profits, it cannot be too often repeated, depend on wages; not 
on nominal, but real wages; not on the number of pounds that 
may be annually paid to the labourer, but on the number of 
days’ work necessary to obtain those pounds. Wages may 
therefore be precisely the same in two countries; they may bear, 
too the same proportion to rent, and to the whole produce 
obtained from the land, although in one of those countries the 
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labourer should receive ten shillings per week and in the other 
twelve. 

In the early states of society, when manufactures have made 
little progress, and the produce of all countries is nearly similar, 
consisting of the bulky and most useful commodities, the value 
of money in different countries will be chiefly regulated by their 
distance from the mines which supply the precious metals; but 
as the arts and improvements of society advance, and different 
nations excel in particular manufactures, although distance will 
still enter into the calculation, the value of the precious metals 
will be chiefly regulated by the superiority of those manufactures. 

Suppose all nations to produce corn, cattle, and coarse clothing 
only, and that it was by the exportation of such commodities 
that gold could be obtained from the countries which produced 
them, or from those who held them in subjection; gold would 
naturally be of greater exchangeable value in Poland than in 
England, on account of the greater expense of sending such 
a bulky commodity as corn the more distant voyage, and also 
the greater expense attending the conveying of gold to Poland. 

This difference in the value of gold, or, which is the same thing, 
this difference in the price of corn in the two countries, would 
exist, although the facilities of producing corn in England should 
far exceed those of Poland, from the greater fertility of the land 
and the superiority in the skill and implements of the labourer. 

If, however, Poland should be the first to improve her manu¬ 
factures, if she should succeed in making a commodity which 
was generally desirable, including great value in little bulk, 
or if she should be exclusively blessed with some natural pro¬ 
duction, generally desirable, and not possessed by other countries, 
she would obtain an additional quantity of gold in exchange 
for this commodity, which would operate on the price of her 
corn, cattle, and coarse clothing. The disadvantage of distance 
would probably be more than compensated by the advantage 
of having an exportable commodity of great value, and money 
would be permanently of lower value in Poland than in England. 
If, on the contrary, the advantage of skill and machinery were 
possessed by England, another reason would be added to that 
which before existed why gold should be less valuable in Eng¬ 
land than in Poland, and why corn, cattle, and clothing should 
be at a higher price in the former country. 

These I believe to be the only two causes which regulate the 
comparative value of money in the different countries of the 
world; for although taxation occasions a disturbance of the 
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equilibrium of money, it does so by depriving the country in 
which it is imposed of some of the advantages attending skill, 
industry, and climate. 

It has been my endeavour carefully to distinguish between 
a low value of money and a high value of corn, or any other 
commodity with which money may be compared. These have 
been generally considered as meaning the same thing; but it is 
evident that when com rises from five to ten shillings a bushel, 
it may be owing either to a fall in the value of money or to a rise 
in the value of corn. Thus we have seen that, from the necessity 
of having recourse successively to land of a worse and worse 
quality, in order to feed an increasing population, com must rise 
in relative value to other things. If therefore money continue 
permanently of the same value, corn will exchange for more of 
such money, that is to say, it will rise in price. The same rise 
in the price of corn will be produced by such improvement of 
machinery in manufactures as shall enable us to manufacture 
commodities with peculiar advantages: for the influx of money 
will be the consequence; it will fall in value, and therefore 
exchange for less corn. But the effects resulting from a high 
price of corn when produced by the rise in the value of corn, 
and when caused by a fall in the value of money, are totally 
different. In both cases the money price of wages will rise, but 
if it be in consequence of the fall in the value of money, not only 
wages and com, but all other commodities will rise. If the 
manufacturer has more to pay for wages he will receive more 
for his manufactured goods, and the rate of profits will remain 
unaffected. But when the rise in the price of corn is the effect 
of the difficulty of production, profits will fall; for the manu¬ 
facturer will be obliged to pay more wages, and will not be 
enabled to remunerate himseif by raising the price of his manu¬ 
factured commodity. 

Any improvement in the facility of working the mines, by 
which the precious metals may he produced with a less quantity 
of labour, will sink the value of money generally. It will then 
exchange for fewer commodities in all countries; but when any 
particular country excels in manufactures, so as to occasion an 
influx of money towards it, the value of money will be lower, 
and the prices of corn and labour will be relatively higher in that 
country than in any other. 

This higher value of money will not be indicated by the 
exchange; bills may continue to be negotiated at par, although 
the prices of corn and labour should be 10, 20, or 30 per cent. 



On Foreign Trade 91 


higher in one country than another. Under the circumstances 
supposed, such a difference of prices is the natural order of things, 
and the exchange can only be at par when a sufficient quantity 
of money is introduced into the country excelling in manu¬ 
factures, so as to raise the price of its corn and labour. If 
foreign countries should prohibit the exportation of money, 
and could successfully enforce obedience to such a law, they 
might indeed prevent the rise in the prices of the corn and labour 
of "the manufacturing country; for such rise can only take place 
after the influx of the precious metals, supposing paper money 
not to be used; but they could not prevent the exchange from 
being very unfavourable to them. If hngland were the manu¬ 
facturing country, and it were possible to prevent the importa¬ 
tion of money, the exchange with France, Holland, and Spain 
might be 5, 10, or 20 per cent, against those countries. 

Whenever the current of money is forcibly stopped, and when 
money is prevented from settling at its just level, there arc no 
limits to the possible variations of the exchange, lhe effects 
are similar to those which follow when a paper money, not 
exchangeable for specie at the will of the holder, is forced into 
circulation. Such a currency is necessarily confined to the 
country where it is issued: it cannot, when too abundant, diffuse 
itself generally amongst other countries. The level of circula¬ 
tion is destroyed, and the exchange will inevitably be unfavour¬ 
able to the country where it is excessive in quantity: just so 
would be the effects of a metallic circulation if by forcible 
means, by laws which could not be evaded, money should be 
detained in a country, when the stream of trade gave it an 


impetus towards other count™ s. 

When each country has precisely the quantity of money 
which it ought to have, money will not indeed be of the same 
value in each, for with respect to many commodities it may 
differ s, 10, or even 20 per cent., but the exchange wil be at 
par. One hundred pounds in Kngland, or the si ver which is 
in £ 100 , will purchase a bill of £100, or an equal quantity of 

silver in France, Spain, or Holland. , * 

In speaking of the exchange and the comparative value of 
money in different countries, we must not in the least refer to 
the value of money estimated in commodities in either country. 
The exchange is never ascertained by estimating the compara¬ 
tive value of money in corn, cloth, or any commodity whatever, 
but by estimating the value of the currency of one country m 
the currency of another. 
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It may also be ascertained by comparing it with some standard 
common to both countries. If a bill on England for £roo will 
purchase the same quantity of goods in France or Spain that 
a bill on Hamburgh for the same sum will do, the exchange 
between Hamburgh and England is at par; but if a bill on 
England for £130 will purchase no more than a bill on Hamburgh 
for £roo, the exchange is 30 per cent, against England. 

In England £roo may purchase a bill, or the right of receiving 
£101 in Holland, £102 in France, and £105 in Spain. The 
exchange with England is, in that case, said to be 1 per cent, 
against Holland, 2 per cent, against France, and 5 per cent, 
against Spain. It indicates that the level of currency is higher 
than it should be in those countries, and the comparative value 
of their currencies, and that of England, would be immediately 
restored to par by extracting from theirs or by adding to that 
of England. 

Those who maintain that our currency was depreciated during 
the last ten years, when the exchange varied from 20 to 30 per 
cent, against this country, have never contended, as they have 
been accused of doing, that money could not be more valuable 
in one country than another as compared with various com¬ 
modities; but they did contend that £130 could not be detained 
in England unless it was depreciated, when it was of no more 
value, estimated in the money of Hamburgh or of Holland, 
than the bullion in £100. 

By sending 130 good English pounds sterling to Hamburgh, 
even at an expense of £5, I should be possessed there of £125; 
what then could make me consent to give £130 for a bill which 
would give me £100 in Hamburgh, but that my pounds were 
not good pounds sterling? — they were deteriorated, were 
degraded in intrinsic value below the pounds sterling of Ham¬ 
burgh, and if actually sent there, at an expense of £5, would 
sell only for £100. With metallic pounds sterling, it is not 
denied that my £130 would procure me £125 in Hamburgh, but 
with paper pounds sterling I can only obtain £100; and yet it 
was maintained that £130 in paper was of equal value with 
£130 in silver or gold. 

Some indeed more reasonably maintained that £130 in paper 
was not of equal value with £130 in metallic money; but they 
said that it was the metallic money which had changed its 
value and not the paper money. They wished to confine the 
meaning of the word depreciation to an actual fall of value, and 
not to a comparative difference between the value of money 
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and the standard by which by law it is regulated. One hundred 
pounds of English money was formerly of equal value u ith and 
could purchase £100 of Hamburgh money: in any other country 
a bill of £100 on England, or on Hamburgh, could purchase 
precisely the same quantity of commodities. To obtain the 
same things, I was lately obliged to give £130 English money, 
when Hamburgh could obtain them for £100 Hamburgh money. 
I f English money was of the same value then as before, Ham¬ 
burgh money must have risen in value. But where is the proof 
of this? How is it to be ascertained whether English money 
has fallen or Hamburgh money has risen ? there is no standard 
by which this can be determined. It is a plea which admits of 
no proof, and can neither be positively affirmed nor positively 
contradicted. The nations of the world must have been early 
convinced that there was no standard of value in nature to 
which they might unerringly refer, and therefore chose a medium 
which on the whole appeared to them less variable than any 
other commodity. 

To this standard we must conform till the law is changed, and 
till some other commodity is discovered by the use of which 
we shall obtain a more perfect standard than that which we 
have established. While gold is exclusively the standard in 
this country money will be depreciated when a pound sterling 
is not of equal value with 5 dwts. and 3 grs. of standard gold, 
and that whether gold rises or falls in general value. 



CHAPTER VIII 


ON TAXES 

Taxes are a portion of the produce of the land and labour of 
a country placed at the disposal of the government; and are 
always ultimately paid cither from the capital or from the 
revenue of the country. 

We have already shown how the capital of a country is either 
fixed or circulating, according as it is of a more or of a less 
durable nature. It is difficult to define strictly where the 
distinction between circulating and fixed capital begins; for 
there are almost infinite degrees in the durability of capital. 
The food of a < mm try is consumed and reproduced at least once 
in every year, the clothing of the labourer is probably not 
consumed and reproduced in less than two years; whilst his 
house and furniture are calculated to endure for a period of 
ten or twenty years. 

■^YVhcn the annual productions of a country more than replace 
its annual consumption, it is said to increase its capital; when 
its annual consumption is not at least replaced by its annual 
production, it is said to diminish its capital. Capital may 
therefore be increased by an increased production, or by a 
diminished unproductive consumptions 

< If the consumption of the government when increased by 
the levy of additional taxes be met either by ail increased 
production or by a diminished consumption on the part of the 
people, the taxes will fall upon revenue, and the national <apital 
will remain unimpaired; but if there be no increased production 
or diminished unproductive consumption on the part of the 
people, the taxes will necessarily lull on capital, that is to say, 
they will impair the fund allotted to productive consumption.^ 

1 It must be understood that all the productions of a country are 
consumed; but it makes the greatest diHerence imaginable whether they 
are consumed by those who reproduce 01 by those who do not reproduce 
another value When we say that revenue is saved and added to capital, 
what wc mean is, that the portion of revenue, so said to be added to capital, 
is consumed by productive instead of unproductive labourers There can 
be no greater error than m supposing that capital is increased by non- 
consuinption. It the price of labour should rise so high that, notwith* 

94 
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<^In proportion ns the capital of a country is diminished, its 
productions will be necessarily diminished; and, therefore, if 
the same unproductive expenditure on the part of the people 
and of the government continue, with a constantly diminishing 
annual reproduction, the resources of the people and the state 
will fall away with increasing rapidity, and distress and ruin 
will follouvj 

Notwithstanding the immense expenditure of the English 
government during the last twenty years, there can be little 
doubt but that the increased production on the part of the 
people has more than compensated for it. The national capital 
has not merely been unimpaired, it has beta greatly incicased, 
and the annual revenue of the people, even after the payment of 
their taxes, is probably greater at the present time than at any 
former period of our history. 

Eor the proof of this, we might refer to the increase of popu¬ 
lation—to the extension of agrii ulturc — to the increase of 
shipping and manufactures- to the building of docks —to the 
opening of numerous canals, as well as to many other expensive 
undertakings; all denoting an increase both of capital and of 
annual production. . . 

Still, however, it is certain that, lull for taxation, this increase 
of capital would have been much greater. There are no taxes 
which have not a tendency to lessen the power to accumulate. 
AH taxes must either tali'on capital or revenue. _ If they cn- 
croadi on capital, they must pioportionably diminish that fund 
by whose extent the extent ol the productive industry of the 
country must always be regulated; and if they fall on revenue, 
they must cither lessen an uiniilation, or lorce the contributors 
to save the amount of the tax, by making a corresponding 
diminution of their former unproductive consumption of the 
ncecssaias and luxuries of life. Some taxes will produce these 
effects in a much greater ch give than others; but the 0 .eat evil 
of taxation is to be found, not so mm h lit any selection of its 
objects, as in the general amount of its effects taken c ollcelivcK . 

Taxes are not necessarily taxes on capital bnause they arc 
laid on capital; nor on income because they are laid on income. 
If from m\ income of £jooo per annum 1 am required to pay 
£100, it will rcall) be a tax on my income should I be content 
with the expenditure of the remaining £qoo; but it will be a 
tax on capital if 1 continue to spend £1000. 


standing the increase of capital, no more could be employed, I should 
’say that such increase of capital would be still unprodiictiv.lv consumed. 
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The capital from which my income of £1000 is derived may 
be of the value of £ 10 , 000 ; a tax of one per cent, on such capital 
would be £100; but my capital would be unaffected if, after 
paying this tax, I in like manner contented myself with the 
expenditure of £900. 

The desire which every man has to keep his station in life, 
and to maintain his wealth at the height which it has once 
attained, occasions most taxes, whether laid on capital or on 
income, to be paid from income; and, therefore, as taxation 
proceeds, or as government increases its expenditure, the annual 
enjoyments of the people must be diminished, unless they are 
enabled proportionally to increase their capitals and income. 
It should be the policy of governments to encourage a disposi¬ 
tion to do this in the people, and never to lay such taxes as will 
inevitably fall on capital; since, by so doing, they impair the 
funds for the maintenance of labour, and thereby diminish the 
future production of the country. 

In England this policy has been neglected in taxing the pro¬ 
bates of wills, in the legacy duty, and in all taxes affecting the 
transference of property from the dead to the living. If a 
legacy of £1000 be subject to a tax of £100, the legatee con¬ 
siders his legacy as only £900 and feels no particular motive to 
save the £100 duty from his expenditure, and thus the capital 
of the country is diminished; but if he had really received 
£1000, and had been required to pay £100 as a tax on income, 
on wine, on horses, or on servants, he would probably have 
diminished, or rather not increased his expenditure by that 
sum, and the capital of the country would have been unimpaired. 

“ Taxes upon the transference of property from the dead to 
the living,” says Adam Smith, “ fall finally, as well as imme¬ 
diately, upon the persons to whom the property is transferred. 
Taxes on the sale of land fall altogether upon the seller. The 
seller is almost always under the necessity of selling, and must, 
therefore, take such a price as he can get. The buyer is scarce 
ever under the necessity of buying, and will, therefore, only give 
such a price as he likes. He considers what the land will cost 
him in tax and price together. The more he is obliged to pay 
in the way of tax, the less he will be disposed to give in the way 
of price. Such taxes, therefore, fall almost always upon a 
necessitous person, and must, therefore, be very cruel and 
oppressive.” “ Stamp duties, and duties upon the registration 
of bonds and contracts for borrowed money, fall altogether upon 
the borrower, and in fact are always paid by him. Duties of 
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the same kind upon law proceedings fall upon the suitors. They 
reduce to both the capital value of the subject in dispute. The 
more it costs to acquire any property, the less must be the net 
value of it when acquired. All taxes upon the transference of 
property of every kind, so far as they diminish the capital value 
of that property, tend to diminish the funds destined for the 
maintenance of labour. They are all more or less unthrifty 
taxes that increase the revenue of the sovereign, which seldom 
maintains any but unproductive labourers, at the expense of 
the capital of the people, which maintains none but productive.” 

But this is not the only objection to taxes on the transference 
of property; they prevent the national capital from being 
distributed in the way most beneficial to the community. For 
the general prosperity there cannot be too much facility given 
to the conveyance and exchange of all kinds of property, as it 
is by such means that capital of every species is likely to find its 
way into the hands of those who will best employ it in increasing 
the productions of the country. “ Why,” asks M. Say, “ does 
an individual wish to sell his land? it is because he has another 
employment in view in which his funds will be more productive. 
Why does another wish to purchase this same land? it is to 
employ a capital which brings him in too little, which was 
unemployed, or the use of which he thinks susceptible of im¬ 
provement. This exchange will increase the general income, 
since it increases the income of these parties. But if the charges 
are so exorbitant as to prevent the exchange, they are an 
obstacle to this increase of the general income.” Those taxes, 
however, are easily collected; and this by many may be thought 
to afford some compensation lor their injurious effects. 



CHAPTER IX 


TAXES ON RAW PRODUCE 

Having in a former part of this work established, I hope satis¬ 
factorily, the principle that the price of corn is regulated by 
the cost of its production on that land exclusively, or rather 
with that capital exclusively, which pays no rent, it will follow 
that whatever may increase the cost of production will increase 
the price; whatever may reduce it will lower the price. Ihe 
necessity of cultivating poorer land, or of obtaining a less return 
with a given additional capital on land already in cultivation, 
will inevitably raise the exchangeable value of raw produce. 
The discovery of machinery, which will enable the cultivator 
to obtain his corn at a less"cost of production, will necessarily 
lower its exchangeable value. Any tax which may be imposed 
on the cultivator, whether in the shape of land-tax, tithes, or 
a tax on the produce when obtained, will increase the cost of 
production, and will therefore raise the price of raw produce. 

If the price of raw produce did not rise so as to compensate 
the cultivator for the tax, he would naturally quit a trade 
where his profits were reduced below the general level of profits; 
this would occasion a diminution of supply, until the unabated 
demand should have produced such a rise in the pne' of law 
produce as to make the cultivation of it equally profitable with 
the investment of capital in any other trade. 

A rise of price is the only means by which he could pay the 
tax, and continue to derive the usual and general profits from 
this employment of his capital, lie could not deduct the tax 
from his rent, and oblige his landlord to pay it, for he pays no 
rent, lie would not deduct it from his profits, for there is no 
reason why he should continue in an employment which yields 
small profits, when all other employments are yielding greater. 
There can then be no question but that he will have the power 
of raising the priee of raw produce by a sum equal to the tax. 

A tax on raw produce would not be paid by the landlord; it 
would not be paid by the farmer; but it would be paid, in an 
increased price, by the consumer. 

Rent, it should be remembered, is the difference between the 
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produce obtained by equal portions of labour and capital 
employed on land of the same or different qualities. It should 
be remembered, too, that the money rent of land, and the corn 
rent of land, do not vary in the same proportion. 

In the case of a tax on raw produce, of a land-tax, or tithes, 
the corn rent of land will vary, while the money rent will remain 
as before. 

If, as we have before supposed, the land in cultivation were 
of three qualities, and that with an equal amount of capital, 

180 (jrs. of corn were obtained from land No. t 
170 . . from ... 2 

160 . . from ... 3 

the rent of No. x would be 20 quarters, the difference between 
that of No. 3 and No. i; and of No. 2, 10 quarters, the differ¬ 
ence belwe< n that of No. 3 and No. 2; while No. 3 would pay 
no rent whatever. 

Now, il the price of com were (1 per quarter, the money rent 
of No. 1 would be £80, and that ol No. 2, l \ o. 

Suppose a tax of 8.s\ per quarter to be imposed on corn; then 
the price would rise to £4 8.\.; and if the landlords obtained the 
same corn rent as before, the rent of No. 1 would he £88 and 
that of No. 2, £44. but they would not obtain the same corn 
rent; the tax would fall lua\ ier on No. 1 than on No. 2, and on 
No. 2 than on No. 3, beiatisc it would be levied on a greater 
quantity of corn. It is the difficulty of production on No. 3 
which regulates price; and corn rises to £; 8 s., that the profits 
of the capital employed on No. 3 may be cm a level with the 
general profits of stock. 

The produce and tax on the three qualities of land will be as 
follows: 

No r, yielding 180 qrs at [ \ 8s per qr . /_>ia 

Deduct the value of if> 3 or Hv pc r qr 011 180 qrs. . 71 


Not corn produce 

if. 3 7 

Net money produce 

/. 720 

No 2, yielding 

170 ql, . 

d £1 Ss 

!>‘ ' V 

L 7 18 

Deduct the value of 

154 

at 8s 

qi oil 

or 8s per 1 
170 qrs f 

68 


Net corn produce is|6 Net money pio.lucc £68o 


No 3, yielding 
Deduct the value of 


160 qrs at £| 8s 

j qr, at £'4 8s or 8s. per 
I ‘l 5 ^ qr 011 I ho 


o>t 

64 


£ f >.(0 


Net corn produce 115 5 


N< t money produce 



ioo Political Economy 

The money rent of No. i would continue to be £80, or the 
difference between £640 and £720; and that of No. 2, £40, or 
the difference between £640 and £680, precisely the same as 
before; but the corn rent will be reduced from 20 quarters on 
No. 1, to 18.2 quarters, the difference between 145.5 an( f 163.7 
quarters, and that on No. 2 from 10 to 9.1 quarters, the differ¬ 
ence between 145.5 an d I S 4-6 quarters. 

A tax on corn, then, would fall on the consumers of corn, and 
would raise its value, as compared with all other commodities, 
in a degree proportioned to the tax. In proportion as raw 
produce entered into the composition of other commodities 
would their value also be raised, unless the tax were counter¬ 
vailed by other causes. They would in fact be indirectly taxed, 
and their value would rise in proportion to the tax. 

A tax, however, on raw produce, and on the necessaries of the 
labourer, would have another effect — it would raise wages, 
from the effect of the principle of population on the increase 
of mankind, wages of the lowest kind never continue much 
above that rate which nature and habit demand for the support 
of the labourers. This class is never able to bear any consider¬ 
able proportion of taxation; and, consequently, if they had to 
pay 8 s. per quarter in addition for wheat, and in some smaller 
proportion for other necessaries, they would not be able to sub¬ 
sist on the same wages as before, and to keep up the race of 
labourers. Wages would inevitably and necessarily rise; and, 
in proportion as they rose, profits would fall. Government 
would receive a tax of 8r. per quarter on all the corn consumed 
in the country, a part of which would be paid directly by the 
consumers of corn; the other part would be paid indirectly by 
those who employed labour, and would affect profits in the same 
manner as if wages had been raised from the increased demand 
for labour compared with the supply, or from an increasing 
difficulty of obtaining the fotd and necessaries required by the 
labourer. 

In as far as the tax might affect consumers it would be an 
equal tax, but in as far as it would affect profits it would be 
a partial tax; for it would neither operate on the landlord nor 
on the stockholder, since they would continue to receive, the 
one the same money rent, the other the same money dividends 
as before. A tax on the produce of the land then would operate 
as follows:— 


1st, It would raise the price of raw produce by a sum equal to 
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the tax, and would therefore fall on each consumer in 
proportion to his consumption. 

2nd, It would raise the wages of labour, and lower profits. 

It may ihcn be objected against such a tax, 

ist, That by raising the wages of labour, and lowering profits, 
it is an unequal tax, as affects the income of the farmer, 
trader, and manufacturer, and leaves untaxed the 
income of the landlord, stockholder, and others enjoy- 
ing fixed incomes. 

2nd, That there would be a considerable interval between the 
rise in the price of corn and the rise of wages, during 
which much distress would be experienced by the 
labourer. 

3rd, That raising wages and lowering profits is a discourage¬ 
ment to accumulation, and acts in the same way as a 
natural poverty of soil. 

4th, That by raising the price of raw produce, the prices of all 
commodities into which raw produce enters would be 
raised, and that therefore we should not meet the 
foreign manufacturer on equal terms in the general 
market. 

With respect to the first objection, that by raising the wages of 
labour and lowering profits, it acts unequally, as it affects the 
income of the farmer, trader, and manufacturer, and leaves 
untaxed the income of the landlord, stockholder, and others 
enjoying fixed incomes—it may be answered that if the opera¬ 
tion of the tax be unequal it is for the legislature to make it 
equal, by taxing directly the rent of land and the dividends 
from stock. By so doing, all the objects of an income tax 
would be obtained without the inconvenience of having recourse 
to the obnoxious measure of prying into every man s concerns, 
and arming commissioners with powers repugnant to the habits 
and feelings of a free country. 

With respect to the second objection, that there would be a 
considerable interval between the rise of the price of corn and 
the rise of wages, during which much distress would be experi¬ 
enced by the lower classes— I answer that under different 
circumstances, wages follow the price of raw produce with very 
different degrees of celerity; that in some cases no effect 
whatever is produced on wages by a rise of corn; in others, the 
rise of wages precedes the rise in the price of corn; again, in 
some the effect on wages is slow, and in others rapid. 
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Those who maintain that it is the price of necessaries which 
regulates the price of labour, always allowing for the particular 
state of progression in which the society may be, seem to have 
conceded too readily that a rise or fall in the price of necessaries 
will be very slowly succeeded by a rise or fall of wages. A high 
price of provisions may arise from very different causes, and 
may accordingly produce very different effects. It may arise 
from 

t st, A deficient supply. 

2nd, From a gradually increasing demand, which may be 
ultimately attended with an increased cost of pro¬ 
duction. 

3rd, From a fall in the value of money, 

4th, From taxes on necessaries. 

These four causes have not been sufficiently distinguished and 
separated by those who have inquired into the influence of a high 
price of necessaries on wages. VVe will examine them severally. 

A bad harvest will produce a high price of provisions, and the 
high price is the only means by which the consumption is com¬ 
pelled to conform to the state of the supply. If all the purchasers 
of corn were rich, the price might rise to any degree, but the 
result would remain unaltered; the price would at last be so 
high, that the least rich would be obliged to forego the use of 
a part of the quantity which they usually consumed, as by 
diminished consumption alone the demand could be brought 
down to the limits of the supply. Under such circumstances 
no policy can be more absurd than that of forcibly regulating 
money wages by the price of food, as is frequently done, by mis¬ 
application of the poor laws. Such a measure affords no real 
relief to the labourer, because its effect is to raise still higher the 
price of corn, and at last he must be obliged to limit his con¬ 
sumption in proportion to the limited supply. In the natural 
course of affairs a deficient supply from bad seasons, without 
any pernicious and unwise interference, would not be followed 
by a rise of wages. The raising of wages is merely nominal to 
those who receive them; it increases the competition in the 
corn market, and its ultimate effect is to raise the profits of the 
growers and dealers in corn. The wages of labour are really 
regulated by the proportion between the supply and demand 
of necessaries, and the supply and demand of labour; and 
money is merely the medium, or measure, in which wages are 
■expressed. In this case, then, the distress of the labourer is 
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unavoidable, and no legislation can afford a remedy, except 
by the importation of additional food or by adopting the most 
useful substitutes. 

When a high price of com is the effect of an increasing demand, 
it is always preceded by an increase of wages, for demand 
cannot increase without an increase of means in the people to 
pay for that which they desire. An accumulation of capital 
naturally produces an increased competition among the em¬ 
ployers of labour, and a consequent rise in its price. The 
increased wages are not always immediately expended on food, 
but are first made to contribute to the other enjoyments of 
the labourer. His improved condition, however, induces and 
enables him to marry, and then the demand for food for the 
support of his family naturally supersedes that of those other 
enjoyments on which his wages were temporarily expended. 
Corn rises, then, because the demand for it increases, because 
there are those in the society who have improved means of 
paying for it; and the profits of the farmer will be raised above 
the general level of profits, till the requisite quantity of capital 
has been employed on its production. Whether, after this has 
taken place, corn shall again fall to its former price, or shall 
continue permanently higher, will depend on the quality of the 
land from which the increased quantity of corn has been sup¬ 
plied. If it be obtained from land of the same fertility as that 
which was last in cultivation, and with no greater cost of labour, 
the price will fall to its former state; if from poorer land, it will 
continue permanently higher. The high wages in the first 
instance proceeded from an increase in the demand for labour: 
inasmuch as it encouraged marriage, and supported children, 
it produced the effect ot increasing the supply of labour. But 
when the supply is obtained, wages will again fall to their 
former price, if corn has fallen to its former price: to a higher 
than the former price, if the increased supply of com has been 
produced from land of an inferior quality. A high price is by 
no means incompatible with an abundant supply: the price is 
permanently high, not because the quantity is deficient, but 
because there has been an increased cost in producing it. It 
generally happens, indeed, that when a stimulus has been given 
to population, an effect is produced beyond what the case 
requires; the population may be, and generally is, so much 
increased as, notwithstanding the increased demand for labour, 
to bear a greater proportion to the funds for maintaining 
labourers than before the increase of capital. In this case 
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a reaction will take place, wages will be below their natural 
level, and will continue so, till the usual proportion between 
the supply and demand has been restored. In this case, then, 
the rise in the price of com is preceded by a rise of wages, and 
therefore entails no distress on the labourer. 

A fall in the value of money, in consequence of an influx of the 
precious metals from the mines, or from the abuse of the privi¬ 
leges of banking, is another cause for the rise of the price of food; 
but it will make no alteration in the quantity produced. It 
leaves undisturbed too the number of labourers, as well as the 
demand for them; for there will be neither an increase nor a 
diminution of capital. The quantity of necessaries to be allotted 
to the labourer depends on the comparative demand and supply 
of necessaries, with the comparative demand and supply of 
labour; money being only the medium in which the quantity 
is expressed; and as neither of these is altered, the real reward 
of the labourer will not alter. Money wages will rise, but they 
will only enable him to furnish himself with the same quantity 
of necessaries as before. Those who dispute this principle are 
bound to show why an increase of money should not have the 
same effect in raising the price of labour, the quantity of which 
has not been increased, as they acknowledge it would have on 
the price of shoes, of hats, and of corn, if the quantity of those 
commodities were not increased. The relative market value 
of hats and shoes is regulated by the demand and supply of hats, 
compared with the demand and supply of shoes, and money is 
but the medium in which their value is expressed. If shoes be 
doubled in price, hats will also be doubled in price, and they will 
retain the same comparative value. So if corn and all the 
necessaries of the labourer be doubled in price, labour will be 
doubled in price also; and while there is no interruption to the 
usual demand and supply of necessaries and of labour, there 
can be no reason why they should not preserve their relative 
value. 

Neither a fall in the value of money, nor a tax on raw produce, 
though each will raise the price, will necessarily interfere with 
the quantity of raw produce, or with the number of people, who 
are both able to purchase and willing to consume it. It is very 
easy to perceive why, when the capital of a country increases 
irregularly, wages should rise, whilst the price of com remains 
stationary, or rises in a less proportion; and why, when the 
capital of a country diminishes, wages should fall whilst corn 
remains stationary, or falls in a much less proportion, and this 
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too for a considerable time; the reason is, because labour is a 
commodity which cannot be increased and diminished at 
pleasure. If there are too few hats in the market for the demand 
the price will rise, but only for a short time; for in the course 
of one year, by employing more capital in that trade, any reason¬ 
able addition may be made to the quantity of hats, and there¬ 
fore their market price cannot long very much exceed their 
natural price; but it is not so with men; you cannot increase 
their number in one or two years when there is an increase of 
capital, nor can you rapidly diminish their number when capital 
is in a retrograde state; and, therefore, the number of hands 
increasing or diminishing slowly, whilst the funds for the main¬ 
tenance of labour increase or diminish rapidly, there must be 
a considerable interval before the price of labour is exactly 
regulated by the price of corn and necessaries; but in the case 
of a fall in the value of money, or of a tax on corn, there is not 
necessarily any excess in the supply of labour, nor any abate¬ 
ment of demand, and therefore there can be no reason why the 
labourer should sustain a real diminution of wages. 

A tax on com does not necessarily diminish the quantity of 
corn, it only raises its money price; it does not necessarily 
diminish the demand compared with the supply of labour; why 
then should it diminish the portion paid to the labourer? Sup¬ 
pose it true that it did diminish the quantity given to the 
labourer, in other words, that it did not raise his money wages 
in the same proportion as the tax raised the price of the corn 
which he consumed; would not the supply of corn exceed the 
demand? —would it not fall in price? and would not the 
labourer thus obtain his usual portion? In such case, indeed, 
capital would be withdrawn from agriculture; for if the price 
were not increased by the whole amount of the tax, agricultural 
profits would be lower than the general level of profits, and 
capital would seek a more advantageous employment. In 
regard, then, to a tax on raw produce, which is the point under 
discussion, it appears to me that no interval which could bear 
oppressively on the labourer would elapse between the rise in 
the price of raw produce and the rise in the wages of the 
labourer; and that therefore no other inconvenience would be 
suffered by this class than that which they would suffer from 
any other mode of taxation, namely, the risk that the tax might 
infringe on the funds destined for the maintenance of labour, 
and might therefore check or abate the demand for it. 

With respect to the third objection against taxes on raw 
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produce, namely, that the raising wages, and lowering profits, 
is a discouragement to accumulation, and acts in the same way 
as a natural poverty of soil; I have endeavoured to show in 
another part of this work that savings may be as effectually 
made from expenditure as from production; from a reduction 
in the value of commodities as from a rise in the rate of profits. 
By increasing my profits from £1000 to £1200, whilst prices 
continue the same, my power of increasing my capital by sayings 
is increased, but it is not increased so much as it would be if my 
profits continued as before, whilst commodities were so lowered 
in price that £800 would procure me as much as £1000 purchased 
before. 

Now the sum required by the tax must be raised, and the 
question simply is, whether the same amount shall be taken 
from individuals by diminishing their profits, or by raising the 
prices of the commodities on which their profits will be expended. 

Taxation under every form presents but a choice of evils; 
if it do not act on profit, or other sources of income, it must 
act on expenditure; and provided the burthen be equally 
borne, and do not repress reproduction, it is indilferent on which 
it is laid. Taxes on production, or on the profits of stock, 
whether applied immediately to profits or indirectly by taxing 
the land or its produce, have this advantage over other taxes; 
that, provided all other income be taxed, no class of the com¬ 
munity can escape them, and each contributes according to 
his means. 

From taxes on expenditure a miser may escape; he may have 
an income of £10,000 per annum, and expend only £300; but 
from taxes on profits, whether direct or indirect, he cannot 
escape; he will contribute to them either by giving up a part, 
or the value of a part, of his produce; or by the advanced prices 
of the necessaries essential to production he will be unable to 
continue to accumulate at the same rate. He may, indeed, 
have an income of the same value, but he will not have the 
same command of labour, nor of an equal quantity of materials 
on which such labour can be exercised. 

If a country is insulated from all others, having no commerce 
with any of its neighbours, it can in no way shift any portion 
of its taxes from itself. A portion of the produce of its land 
and labour will be devoted to the service of the state; and I 
cannot but think that, unless it presses unequally on that class 
which accumulates and saves, it will be of little importance 
whether the taxes be levied on profits, on agricultural, or on 
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manufactured commodities. If my revenue be £1000 per 
annum, and I must pay taxes to the amount of £100, it is of 
little importance whether I pay it from my revenue, leaving 
myself only £900, or pay £100 in addition for my agricultural 
commodities, or for my manufactured goods. If £100 is my 
fair proportion of the expenses of the country, the virtue of 
taxation consists in making sure that I shall pay that £100, 
neither more nor less; and that cannot be effected in any 
manner so securely as by taxes on wages, profits, or raw produce. 

The fourth and last objection which remains to be noticed is: 
That by raising the price of raw produce, the prices of all commo¬ 
dities into which raw produce enters will be raised, and that, 
therefore, we shall not meet the foreign manufacturer on equal 
terms in the general market. 

In the first place, corn and all home commodities could not be 
materially raised in price without an influx of the precious 
metals: for the same quantity of money could not circulate the 
same quantity of commodities at high as at low prices, and the 
precious metals never could be purchased with dear commo¬ 
dities. When more gold is required, it must be obtained by 
giving more and not fewer commodities in exchange for it. 
Neither could the want of money be supplied by paper, for it 
is not paper that regulates the value of gold as a commodity, 
but gold that regulates the value of paper. Unless, then, the 
value of gold could be lowered, no paper could be added to the 
circulation without being depreciated. And that the value 
of gold could not be lowered appears clear when we consider 
that the value of gold as a commodity must be regulated by the 
quantity of goods which must be given to foreigners in exchange 
for it. When gold is cheap, commodities are dear; and when 
gold is dear, commodities are cheap, and fall in price. Now as 
no cause is shown why foreigners should sell their gold cheaper 
than usual, it does not appear probable that there would be 
any influx of gold. Without such an influx there can be no 
increase of quantity, no fall in its value, no rise in the general 
price of goods. 1 

The probable effect of a tax on raw produce would be to 
raise the price of raw produce, and of all commodities in which 
raw produce entered, but not in any degree proportioned to the 
tax; while other commodities in which no raw produce entered, 

1 It may bo doubted whether commodities, raised in price merely by 
taxation, would require any inure money for th« ir circulation. I believe 
they would not. 
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such as articles made of the metals and the earths, would fall 
in price: so that the same quantity of money as before would be 
adequate to the whole circulation. 

A tax which should have the effect of raising the price of all 
home productions would not discourage exportation, except 
during a very limited time. If they were raised in price at home, 
they could not indeed immediately be profitably exported, 
because they would be subject to a burthen here from which 
abroad they were free. The tax would produce the same effect 
as an alteration in the value of money, which was not general 
and common to all countries, but confined to a single one. If 
England were that country, she might not be able to sell, but she 
would be able to buy, because importable commodities would 
not be raised in price. Under these circumstances nothing but 
money could be exported m return for foreign commodities, 
but this is a trade which could not long continue; a nation 
cannot be exhausted of its money, for after a certain quantity 
has left it, the value of the remainder will rise, and such a price 
of commodities will be the consequence that they will again 
be capable of being profitably exported. When money had 
risen, therefore, we should no longer export it in return for 
goods, but we should export those manufactures which had first 
been raised in price by the rise in the price of the raw produce 
from which they were made, and then again lowered by the 
exportation of money. 

but it may he objected that when money so rose in value it 
would rise with respect to foreign as well as home commodities, 
and therefore that all encouragement to import foreign goods 
would cease. Thus, suppose we imported goods which cost 
£100 abroad, and which sold for £120 here, we should cease to 
import them when the value of money had so risen in England 
that they would only sell for £100 here: this, however, could 
never happen. The motive which determines us to import a 
commodity is the discovery of its relative cheapness abroad: 
it is the comparison of its price abroad with its price at home. 
If a country export hats, and import cloth, it does so because 
it can obtain more cloth by making hats and exchanging them 
for cloth than if it made the cloth inself. If the rise of raw 
produce occasions any increased cost of production in making 
hats, it would occasion also an increased cost in making cloth. 
If, therefore, both commodities were made at home, they would 
both rise. One, however, being a commodity which we import, 
would not rise, neither would it fall when the value of money 
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rose; for by not falling it would regain its natural relation to 
the exported commodity. The rise of raw produce makes a 
hat rise from 30s. to 335., or 10 per cent.: the same cause, if 
we manufactured cloth, would make it rise from 20 s. to 22s. per 
yard. This rise does not destroy the relation between cloth and 
hats; a hat was, and continues to be, worth one yard and a half 
of cloth. But if we import cloth, its price will continue uni¬ 
formly at 20s. per yard, unaffected first by the fall, and then 
by the rise in the value of money; whilst hats, which had risen 
from 305. to 335., will again fall from 33s. to 30s., at which 
point the relation between cloth and hats will be restored. 

To simplify the consideration of this subject, I have been 
supposing that a rise in the value of raw materials would affect, 
in an equal proportion, all home commodities; that if the effect 
on one were to raise it 10 per cent., it would raise all 10 per cent.; 
but as the value of commodities is very differently made up of 
raw material and labour; as some commodities, for instance, 
all those made from the metals, would be unaffected by the rise 
of raw produce from the surface of the earth, it is evident that 
there would be the greatest variety in the effects produced on 
the value of commodities by a tax on raw produce. As far as 
this effect was produced, it would stimulate or retard the expor¬ 
tation of particular commodities, and would undoubtedly be 
attended with the same inconvenience that attends the taxing 
of commodities; it would destroy the natural relation between 
the value of each. Thus the natural price of a hat, instead of 
being the same as a yard and a half of doth, might only be of 
the value of a yard and a quarter, or it might be of the value 
of a yard and three quarters, and therefore rather a different 
direction might be given to foreign trade. All these incon¬ 
veniences would probably not interfere with the value of the 
exports and imports; they would only prevent the very best 
distribution of the capital of the whole world, which is never 
so well regulated as when every commodity is freely allowed 
to- settle at its natural price, unfettered by artificial restraints. 

Although, then, the rise in the price of most of our own com¬ 
modities would for a time check exportation generally, and 
might permanently prevent the exportation of a few commo¬ 
dities, it could not materially interfere with foreign trade, and 
would not place us under any comparative disadvantage as far 
as regarded competition in foreign markets. 
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TAX ICS OX RENT 

A tax on rent would affect rent only; it would fall wholly on 
landlords, and could not be shitted to any class of consumers. 
The landlord could not raise his rent, because he would leave 
unaltered the difference between the produce obtained front 
the least productive land in cultivation, and that obtained 
from land of every other quality. Three sorts of land, No. i, 
2, and 3, are in culti\ation, and yield respectively, with the 
same labour, 180, 170, and 160 quarters of wheat; but No. 3 
pays no rent, and is therefore untaxed: the rent then of No. 2 
cannot he made to exceed the value of ten, nor No. 1 of twenty 
quarters. Such a tax could not raise the price of raw produce, 
because, as the cultivator of No. 3 pays neither rent nor tax, 
he would in no way he enabled to raise the price of the com¬ 
modity produced. A tax on rent would not discourage the 
cultivation of fresh land, for such land pays no rent, and would 
he untaxed. If No. 4 were taken into cultivation, and yielded 
150 quarters, no lax would lie paid for such land, but it would 
create a rent of ten quarters on No. 3, which would then com¬ 
mence pas mg the tax. 

A tax on rent, as rent is constituted, would discourage culti¬ 
vation, because it would lie a lax on the profits of the landlord. 
Tile term rent of land, as 1 base elsewhere observed, is applied 
to the whole amount of the value paid by the farmer to his 
landlord, a part only of which is strictly rent. The buildings 
and fixtures, and other expenses paid for by the landlord, form 
strictly a part of the stock of the farm, and must have been 
furnished by the tenant, if not provided by the landlord. Rent 
is the sum paid to the landlord for the use of the land, and for 
the use of the land only. The further sum that is paid to him 
under the name of rent is for the use of the buildings, etc., and 
is really the profits of the landlord's stock. In taxing rent, as 
no distinction would he made between that part paid for the 
use of the land, and that paid for the use of the landlord's stock, 
a portion of the tax would fall on the landlord's profits, and 
would, therefore, discourage cultivation, unless the price of raw 

no 
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produce rose. On that land, for the use of which no rent was 
paid, a compensation under that name might be given to the 
landlord for the use of his buildings. These buildings would 
not be erected, nor would raw produce he grown on such land, 
till the price at which it sold would not only pay for all the 
usual outgoings, but also this additional one of the tax. This 
part of the tax docs not fall on the landlord, nor on the farmer, 
but on the consumer of raw produce. 

There can be little doubt but that if a tax were laid on rent, 
landlords would soon find a way to discriminate between that 
which is paid to them for the use of the land, and that which is 
paid for the use of the buildings, and the improvements which 
are made by the landlord's stock. The latter would cither be 
called the rent of house and buildings, or on all new land taken 
into cultivation such buildings would be erected and improve¬ 
ments would be made by the tenant and not by the landlord. 
The landlord’s capital might indeed be really employed for that 
purpose; it might be nominally expended by the tenant, the 
landlord furnishing him with the means, either in the shape of 
a loan, or in the purchase of an annuity for the duration of the 
lease. \\ hether distinguished or not, there is a real difference 
between the nature of the compensations which the landlord 
receives for these different objects; and it is quite certain that 
a tax on the real rent of land falls wholly on the landlord, but 
that a tax on that remuneration which the landlord receives for 
the use of this stock expended on the farm, falls, in a progressive 
country, on the consumer of raw produce. If a tax were laid 
on rent, and no means of separating the remuneration now paid 
by the tenant to the landlord under the name of rent were 
adopted, the tax, as far as it regarded the rent on the buildings 
and other fixtures, would never fall for any length of time on 
the landlord, but on the consumer. The capital expended on 
these buildings, etc., must afford the usual profit of stock ; hut 
it would cease to afford this profit on the land last cultivated if 
the expenses of those buildings, etc., did not fall on the tenant; 
and if they did, the tenant would then cease to make his usual 
profits of stock, unless he could charge them on the consumer. 


E 
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HI H1£S 

Tithes are a tax on tin- gross produce of the land, and, like 
taxes on raw prodtn e, fall wholly on the consumer. They differ 
from a tax on rent, inasmuch as they affect land whi<h such a 
tax would not reach; and raise the prn e of raw produce which 
that tax would not alter. Lands of the worst quality, as well 
as of the best, pay tithes, and exactly in proportion to the 
quantity of produce obtained from them; tithes are therefore 
an equal tax. 

If land of the last quality, or that which pays no rent, and 
which regulates the pri< e of corn, yield a sufficient quantity to 
give the farmer the usual profits of stork, when the price of 
wheat is £4 per quarter, the price must rise to £4 85 before the 
same profits can be obtained after the tithes are imposed, 
because for every quarter of wheat the cubicalor must pax- 
eight shillings to the church, and if he does not obtain the same 
profits, there is no reason why he should not quit his employ¬ 
ment, when lie can gel them in other trades. 

The only difference between tithes and taxes on raw produce 
is that one is a variable money tax, the other a fixed money 
tax. In a stationary state of society, where there is neither 
increased nor diminished facility of producing corn, they will 
be precisely the same in their effects; for, in such a state, corn 
will be at an invariable price, and the tax will therefore be also 
invariable. In either a retrograde state, or in a state in which 
great improvements are made in agriculture, and where con¬ 
sequently raw produce will fall in value comparatively with 
other things, tithes will be a lighter tax than a permanent 
money tax: for if the price of com should fall from £4 to £3, 
the tax would fall from eight to six shillings. In a progressive 
state of society, yet without any marked improvements in 
agriculture, the price of corn would rise, and tithes would be 
a heavier tax than a permanent money tax. If corn rose from 
£4 to £5, the tithes on the same land would advance from eight 
to ten shillings. 

Neither tithes nor a money tax will affect the money rent of 
112 
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landlords, but both will materially affect corn rents. We have 
already observed how a money tax operates on corn rents, and 
it is equally evident that a similar effect would lie produced bv 
tithes. If the lands. No. i, 2, 3, respectively produced 180, 
170, and t6o quarters, the rents might be on No. 1, twenty 
quarters, and on No. 2, ten quarters; but they would no longer 
preserve that proportion after the payment of tithes; for if a 
tenth be taken from each, the remaining produce will be 162. 
153, 144, and consequently the corn rent of No. 1 will he reduced 
to eighteen, and that of No. 2 to nine quarters, but the price 
of corn would rise from £4 to £4 8s. io-p/.; for 11; quarters are 
to £4 as 160 quarters to £4 8s. 1071/. and consequently the 
money rent would continue unaltered; for on No. 1 it would 
be £80, 1 and on No. 2, £40’ 

'I he chief objection against tithes is that they are not a 
permanent and fixed tax, but ini reasc in value in propoilion 
as the dillicultv of producing corn increases. If those dilli- 
culties should make the pine of torn £|, the tax is S.«.; if they 
should increase it to £5, the tax is to.r ; and at £6 it is 12s. 
They not only rise in value, but they me lease in amount: thus, 
when No. t was uiltivnted, the tax was only levied on 180 
quarters; when No 2 was cultivated, it was levied on 180 
4- 170, or 350 quailcrs; and when No. 3 was cultivated, on 
180 + 170-1- 160 = 510 quarters. Not only is the amount of 
tax ini reused from 100,000 quarti rs to 200.1.00 quarters when 
the produce is im reased from one to two millions of quarters; 
but, owing to the 1111 reased labour necessary to produce the 
second million, the relative v nine of raw produi e is so advani cd 
that the 200,000 quarters may be, though mils twii e in quantity, 
yet 111 value three times that of the 100,000 quarters which were 
paid before. 

If an equal value were rawed for the (lunch by any other 
means, increasing in the same manner as tithes im reasc, pro¬ 
portionable with the difficulty of cultivation, the effect would 
he the same; and therefore it is a mistake to suppose that, 
because they are raised on the land, they discourage 1 ultivation 
more than an equal amount would do if raised in tiny other 
manner. The church would in both cases lie constantly obtain¬ 
ing an increased portion of the. net produce of the land and 
labour of the country. In an improving slate of society, the 
net produce of land is always diminishing in proportion to its 
gross produce; but it is from the net inc omc of a country that 
1 IS quarters at £.) Rs. lofi/. * 9 quarters at £.( Rs tojif. 
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all taxes are ultimately paid, either in a progressive or in a 
stationary country. A tax increasing with the gross income, 
and falling on the net income, must necessarily be a very 
burdensome and a very intolerable tax. Tithes are a tenth 
of the gross and not of the net produce of the land, and there¬ 
fore as society improves in wealth, they must, though the same 
proportion of the gross produce, become a larger and larger 
proportion of the net produce. 

Tithes, however, may be considered as injurious to landlords, 
inasmuch as they act as a bounty on importation, by taxing 
the growth of home corn while the importation of foreign corn 
remains unfettered. And if, in order to relieve the landlords 
from the effects of the diminished demand for land which such 
a bounty must encourage, imported corn were also taxed, in 
an equal degree with corn grown at home, and the produce paid 
to the state, no measure could be more fair and equitable; 
since whatever were paid to the state by this tax would go to 
diminish the other taxes which the expenses of government 
make necessary; but if such a tax were devoted only to increase 
the fund paid to the church, it might indeed on the whole in¬ 
crease the general mass of production, but it would diminish 
the portion of that mass allotted to the productive classes. 

If the trade of doth were left perfectly free, our manufac¬ 
turers might be able to sell cloth cheaper than we could import 
it. If a tax were laid on the home manufacturer, and not on 
the importer of cloth, capital might he injuriously driven from 
the manufacture of cloth to the manufacture of some other 
commodity, as cloth might then he imported cheaper than it 
could be made at home. I f imported cloth should also he taxed, 
cloth would again be manufactured at home. The consumer 
first bought cloth at home because it was cheaper than foreign 
cloth; he then bought foreign cloth because it was cheaper 
untaxed than home cloth taxed: he lastly bought it again at 
home because it was cheaper when both home and foreign doth 
were taxed. It is in the last case that he pays the greatest 
price for his cloth; but all his additional payment is gained by 
the state. In the second case, he pays more than in the first, 
but all he pays in addition is not received by the state, it is 
an increased price caused by difficulty of production, which is 
incurred because the easiest means of production are taken 
away from us by being fettered with a tax. 
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LAND-TAX 

A land-tax, levied in proportion to the rent of land, and vary¬ 
ing with every variation of rent, is in effect a tax on rent; anl 
as such a tax will not apply to that land which yields no rent, 
nor to the produce of that capital which is employed on the 
land with a view to profit merely, and which never pays rent; 
it will not in any way affect the price of raw produce, hilt will 
fall wholly on the landlords. In no respect would such a tax 
differ from a tax on rent. But if a land-tax he imposed on all 
cultivated land, however moderate that tax may he, it will he 
a tax on produce, and will therefore raise the price of produce. 
If No. 3 he the land last cultivated, although it should pay no 
rent, it cannot, after the tax, he cultivated, and afford the 
general rate of profit, unless the price of produce rise to meet 
the tax. Either capital will he withheld from that employment 
until the price of i orn shall have risen, in consequence of demand, 
sufficiently to afford the usual profit; or if already employed 
on stall land, it will quit it, to seek a more ad\antageous em¬ 
ployment. The tax cannot he removed to the landlord, for hy 
the supposition lie receives no rent. Suili a tax may he pro¬ 
portioned to the qualitv of the land and the abundance of its 
produce, and then it differs in no respect from tithes; or it may 
he a fixed tax per acre on all land cultivated, whatever its 
quality may he. 

A land-tax of this latter description would he a very unequal 
tax, and would be contrary to one of the four maxims with 
regard to taxes in general, to which, according to Adam Smith, 
all taxes should conform. The four maxims are as follow: 

1. “ The subjects of every state ought to contribute towards 

the support of the government, as nearly as possible 
in proportion to their respective abilities. 

2. “ The tax which each individual is hound to pay ought to 

be certain, and not arbitrary. 

3. “ Every tax ought to be levied at the time or in the 

manner in which it is most likely to he convenient for 
the contributor to pay it. 

US 
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4. “ Every tax ought to be so contrived as both to take out 
and to keep out of the pockets of the people as little 
as possible, over and above what it brings into the 
public treasury of the state.” 

An equal land-tax, imposed indiscriminately and without any 
regard to the distinction of its quality, on all land cultivated, 
will raise the price of corn in proportion to the tax paid by the 
cultivator of the land of the worst quality. Lands of different 
quality, with the employment of the same capital, will yield 
very different quantities of raw produce. If on the land which 
yields a thousand quarters of corn with a given capital a tax 
of £100 be laid, corn will rise 2s. per quarter to compensate the 
farmer for the tax. But with the same capital on 1 ind of a 
better quality, 2000 quarters may lie produced, which at 2 s. 
a quarter advance would give £200; the tax, however, bearing 
equally on both lands, will be £roo on the better as well as on 
the interior, and consequents the consumer of corn will be 
taxed, not onlv to pax the exigencies of the state, but also to 
give to the cultivator of the better land £100 per annum during 
the period of his lease, and afterwards to raise the rent of the 
landlord to that amount. A tax of this description, then, 
would be contrary to the fourth maxim of Adam Smith it 
would take out and keep out of the pockets of the people more 
than what it brought into the treasury of the state. The taille 
in France, before the Revolution, was a tax of this description; 
those lands only were taxed which were held by an ignoble 
tenure, the price of raw produce rose in proportion to the tax, 
and therefore they whose lands were not taxed were benefited 
by the increase of their rent. Taxes on raw produce, as well as 
tithes, are tree from this objection: they raise the price of raw 
produce, but they take from each quality of land a contribution 
in proportion to its actual produce, and not in proportion to 
the produce ot that which is the least productive. 

From the peculiar view which Adam Smith took of rent, from 
his not having observed that much capital is expended in every 
countrv on the land for which no rent is paid, he concluded that 
all taxes on the land, whether they were laid on the land itself 
in the form of land-tax or tithes, or on the produce of the land, 
or were taken from the profits of the farmer, were all invariably 
paid by the landlord, and that he was in all eases the real con¬ 
tributor, although the tax was, in general, nominally advanced 
by the tenant. " Taxes upon the produce of the land," he says, 
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« ar e in reality taxes upon the rent: and though they may he 
originally advanced by the farmer, arc finally paid by the land¬ 
lord. \\ hen a certain portion of the produce is to be paid away 
for a tax, the farmer computes as well as lie can what the value 
of this portion is, one year with another, likely to amount to, 
and he makes a proportionable abatement in the rent which he 
agrees to pav to the landlord. There is no farmer who does not 
compute beforehand what the church-tithe, which is a land-tax 
of this kind, is, one year with another, likely to amount to.” 
It is undoubtedly true that the farmer does calculate his prob¬ 
able outgoings of all descriptions when agreeing with his land¬ 
lord for the rent of his farm; and if, for the tithe paid to the 
church, or for the tax on the produce of the land, he were not 
compensated by a rise in the relative value of the produce of 
his farm, he would naturally endeavour to deduct them from 
his rent. But this is precisely the question in dispute: whether 
he will eventually deduct them from Ins rent, or be compensated 
by’ a higher price of produce, l'or the reasons which have been 
already given, I cannot have the least doubt but that they 
would raise the price of produce, and consequently that Adam 
Smith has taken an incorrect v lew of this important quest ion. 

Dr. Smith's view of this subject is probably the reason why 
he has described “the tithe, and every other land-tax of tins 
kind, under the appearance of p< rfect (quality, as very unequal 
taxes; a certain portion of the produce being in ditleient 
situations equivalent to a very different portion of the rent.” 

I have endeavoured to show that such taxes do not fall with 
unequal weight on the diflerent classes of farmers or landlords, 
as they are both compensated by the rise of raw produce, and 
onlv contribute to the tax in proportion as they arc consumers 
of raw produce. Inasmuch indeed as wages, and through 
wages, the rate of profit-, are afleeted, landlords, instead of 
contributing their full share to such a tax, arc the class peculiarly 
exempted It is the profits of stock from which that portion 
of the tax is derived which falls on those labourers, who. from 
the insufficiency of their funds, are incapable of paving taxes; 
this portion is exclusively borne by all those whose income is 
derived from the employment of stock, and therefore it in no 

degree affects landlords. 

It is not to be inferred from this view of tithes, and taxes on 
the land and its produce, that they do not discourage cultiva¬ 
tion. Everything which raises the exchangeable value o 
commodities of any kind which are in very general demand 



118 Political Economy 

tends to discourage both cultivation and production; but this 
is an evil inseparable from all taxation, and is not confined to 
the particular taxes of which we are now speaking. 

This may be considered, indeed, as the unavoidable disad¬ 
vantage attending all taxes received and expended by the state. 
Every new tax becomes a new charge on production, and raises 
natural price. A portion of the labour of the country which 
was before at the disposal of the contributor to the tax is placed 
at the disposal of the state, and cannot therefore be employed 
productively. This portion may become so large that sufficient 
surplus produce may not be left to stimulate the exertions of 
those who usually augment bv their savings the capital of the 
state. Taxation has happily ne\cr yet in any free country 
been carried so far as constantly from year to year to diminish 
its capital. Such a state of taxation could not be long endured ; 
or if endured, it would be constantly absorbing so much of the 
annual produce of the country as to occasion the most extensive 
scene of misery, famine, and depopulation. 

“ A land-tax," says Adam Smith, " winch, like that of Great 
Britain, is assessed upon each district according to a certain 
invariable canon, though it should be equal at the time of its 
first establishment, necessarily becomes unequal in process of 
time, according to the unequal degrees ol improvement or 
neglect in the cultivation of the different parts of the country. 
In England the valuation according to which the different 
counties and parishes were assessed to the land-tax by the 4th 
William and Mary was very unequal, even at its first establish¬ 
ment. This tax, therefore, so far offends against the first of 
the four maxims above mentioned. It is perfectly agreeable 
to the other three. It is perfectly certain. The time of pay¬ 
ment for the tax being the same as that for the rent, is as con¬ 
venient as it can be to the contributor. Though the landlord 
is in all cases the real contributor, the tax is commonly acKanccd 
by the tenant, to whom the landlord is obliged to allow it in 
the payment of the rent." 

If the tax be shitted by the tenant not on the landlord but 
on the consumer, then if it be not unequal at first, it can never 
become so; for the price of produce has been at once raised in 
proportion to the tax, and will afterwards vary no more on that 
account. It may offend, if unequal, as I have attempted to 
show that it will, against the fourth maxim above mentioned, 
but it will not offend against the first. It mav take more out 
of the pockets of the people than it brings into the public 
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treasury of the state, hut it will not fall unequally on any 
particular class of contributors. M. Say appears to me to have 
mistaken the nature and effects of the English land-tax, when 
he says, “ Many persons attribute to this fixed valuation the 
great prosperity of English agriculture. That it has \cr\ much 
contributed to it there can be no doubt. Hut what should we 
say to a government which, addressing itself to a small trader, 
should hold this language: ‘With a small capital you are 
carrying on a limited trade, and your direct contribution is in 
consequence very small. Borrow and accumulate capital; 
extend your trade, so that it may procure you immense profits; 
yet you shall never pay a greater contribution. Moreover, 
when your successors shall inherit your profits, and shall have 
further increased them, they shall not be valued higher to them 
than they are to you; and your successors shall not bear a 
greater portion of the public burdens.’ 

“ Without doubt this would be a great encouragement given 
lo manufacturers and trade, but would it be just 5 Could not 
their advancement be obtained at am- other price? Jn England 
itself, has not manufacturing and commercial industrv made 
even greater progress, since the same period, without being 
distinguished with so much partiality? A landlord by Ins 
assiduity. economy, and skill increases his annual revenue by 
5000 francs. Jf the state claim of him the filth part of Ins 
augmented income, will there not remain 4000 francs of increase 
to stimulate his further exertions 5 " 

M. Say supposes, “ A landlord bv his assiduity, economy, and 
skill to increase his annual revenue bv soco hams;” but a 
landlord has no means of cmplovmg his assiduity, economy, 
and skill on his land unless he farms it himself; and then it is 
hi quality of capitalist and farmer that he makes the improve¬ 
ment, and not 111 quality of landlord. It is not conceivable that 
he could so augment the produce of his farm by any peculiar 
skill on his part, without first increasing the quantity of capital 
employ ed upon it. If he increased the capital, his larger rev eiiue 
might bear the same proportion to his 1111 riased capital, as the 
revenue of all other farmers to their capitals. 

If M. Say's suggestion were followed, and the state were to 
claim the fifth part of the augmented income ol the farmer, it 
would be a partial tax on farmers, ac ting on their profits, and 
not affecting the profits of those in other employments. The 
tax would be paid by all lands, by those which yielded scantily 
as well as by those which yielded abundantly; and on some 
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lands there could be no compensation for it by deduction from 
rent, for no rent is paid. A partial tax on profits never falls 
on the trade on which it is laid, for the trader will either quit 
his employment or remunerate himself for the tax. Now, those 
who pay no rent could be recompensed only by a rise in the 
price of produce, and thus would M. Say's proposed tax fall on 
the consumer, and not either on the landlord or farmer. 

If the proposed tax were increased in proportion to the 
increased quantity or value of the gross produce obtained from 
the land, it would differ in nothing from tithes, and would equally 
be transferred to the consumer. Whether then it fell on the 
gross or on the net produce of land, it would be equally a tax 
on (onsumption, and would only affect the landlord and farmer 
in the same way as other taxes on raw produce. 

If no tax whatever had been laid on the land, and the same 
sum had been raised by any other means, agriculture would have 
flourished at least as well as it has done; for it is impossible 
that any tax on land can be an encouragement to agriculture; 
a moderate tax may not, and probably does not, greatly prevent, 
but it cannot encourage production. The English government 
has held no such language as M. Say has supposed. It did not 
promise to exempt the agricultural class and their successors 
from all future taxation, and to raise the further supplies which 
the state might require from the other classes of society; it 
said only, “ in this mode we will no further burthen the land; 
but we retain to ourselves the most perfect liberty of making 
you pay, under some other foim, your full quota to the future 
exigencies of the state.” 

Speaking of taxes in kind, or a tax of a certain proportion of 
the produce, which is precisely the same as tithes, M. Say says, 
“ This mode of taxation appears to be the most equitable; 
there is, however, none which is less so: it totally leaves out of 
consideration the advances made by the producer; it is pro¬ 
portioned by the gross, and not to the net revenue. Two 
agriculturists cultivate different kinds of raw produce: one 
cultivates corn on middling land, his expenses amounting 
annually on an average to 8000 francs; the raw produce from 
his lands sells for 12,000 francs; he has then a net revenue of 
4000 francs. 

“His neighbour has pasture or wood land, which brings in 
every year a like sum of 12,000 francs, but his expenses amount 
only to 2000 francs. lie has therefore on an average a net 
revenue of 10,000 francs. 
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“ A law ordains that a twelfth of the produce of all the fruits 
of the earth be levied in kind, whatever they may be. From 
the first is taken, in consequence of this law, corn of the value 
of iooo francs; and from the second, hay, cattle, or wood, of 
the same value of iooo francs. \\ hat has happened ? From 
the one, a quarter of his net income, 4000 francs, has been 
taken; from the other, whose income was 10,000 francs, a tenth 
only has been taken. Income is the net profit which remains 
after replacing the capital e\.u lly in its former state. Has a 
merchant an income equal to all the sales which he makes in 
the course of a year; certainly not; his income only amounts 
to the excess of his sales above his advances, and it is on this 
excess only that taxes on income should hill.” 

M. Say’s error in the above passage lies in supposing that 
because the value of the produce of one of these two farms, alter 
reinstating the capital, is greater than the value of the produce 
of the other, on that account the net income of the. cultivators 
will differ by the same amount. The net income of the land¬ 
lords and tenants together of the wood land may be much 
greater than the net income of the landlords and tenants of the 
corn land; but it is on account of the difference of rent, and not 
on account of the difference in the rale of profit. M. Say lias 
wholly omitted the eonsidcialion of the different amount of 
rent which these cultivators would have to pay. There cannot 
be two rates of profit in the same employment, and therefore 
when the value of produce is in different proportions to capital, 
it is the rent which will differ, and not the profit. Upon what 
pretence would one man, with a capital of 2000 francs, be 
allowed to obtain a net profit of 10,000 francs from its employ¬ 
ment, whilst another, with a capital of .Sooo francs, would only 
obtain 4000 francs? Let M. Say make a due allowance for rent; 
let him further allow for the effect which such a tax would have 
on the prices of these different kinds of raw produce, and he will 
then perceive that it is not an unequal tax, and, further, that 
the producers themselves will no otherwise contribute to it 
than any other class of consumers. 
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TAXES ON GOLD 

The rise in the price of commodities, in consequence of taxation 
or of difficulty of production, will in all cases ultimately ensue; 
but the duration of the interval before the market price will 
conform to the natural price must depend on the nature of the 
commodity, and on the facility with which it can be reduced in 
quantity. If the quantity of the commodity taxed could not 
be diminished, if the capital of the farmer or of the hatter, for 
instance, could not be withdrawn to other employments, it 
would be of no consequence that their profits were reduced 
below the general level by means of a tax; unless the demand 
for their commodities should increase, they would never be 
able to elevate the market price of corn and of hats up to their 
increased natural price. Their threats to leave their employ¬ 
ments, and remove their capitals to more favoured trades, 
would be treated as an idle menace which could not be carried 
into effect; and consequently the price would not be raised by 
diminished production. Commodities, however, of all descrip¬ 
tions, can be reduced in quantity, and capital can be removed 
from trades which are less profitable to those which are more 
so, but with different degrees of rapidity. In proportion as the 
supply of a particular commodity can be more easily reduced, 
without inconvenience to the producer, the price of it will more 
quickly rise after the difficulty of its production has been 
increased by taxation, or by any other means. Corn being a 
commodity indispensably necessary to every one, little effect 
will be produced on the demand for it in consequence of a tax, 
and therefore the supply would not probably be long excessive, 
even if the producers had great difficulty in removing their 
capitals from the land. For this reason, the price of corn will 
speedily be raised by taxation, and the farmer will be enabled 
to transfer the tax from himself to the consumer. 

If the mines which supply us with gold were in this country, 
and if gold were taxed, it could not rise in relative value to other 
things till its quantity were reduced. This would be more 
particularly the case if gold were used exclusively for money. 
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It is true that the least productive mines, those which paid no 
rent, could no longer be worked, as they could not afford the 
general rate of profits till the relative value of gold rose by a 
sum equal to the tax. The quantity of gold, and, therefore, the 
quantity of money, would be slowly reduced: it would be a 
little diminished in one year, a little more in another, and 
finally its value would be raised in proportion to the tax; but, 
in the interval, the proprietors or holders, as they would pay 
the tax, would be the sufferers, and not those who used money. 
If out of every 1000 quarters of wheat in the country, and every 
1000 produced in future, government should exact 100 quarters 
as a tax, the remaining 900 quarters would exchange for the same 
quantity of other commodities that 1000 did before; but if 
the same thing took place with respect to gold, if of every £1000 
money now in the country, or in future to be brought into it, 
government could exact £100 as a tax, the remaining £900 
would purchase very little more than £900 purchased before. 
The tax would fall upon him whose property consisted of 
money, and would continue to do so till its quantity were 
reduced in proportion to the increased cost of its production 
caused by the tax. 

This, perhaps, would be more particularly the case with 
respect to a metal used for money than any other commodity; 
because the demand for money is not for a definite quantity, 
as is the demand for clothes, or for food. The demand for 
money is regulated entirely by its value, and its value by its 
quantity. If gold were of double the value, half the quantity 
would perform the same functions in circulation, and if it were 
of half the value, double the quantity would be required. If 
the market value of corn be increased one-tenth by taxation, 
or by difficulty of production, it is doubtful whether any effect 
whatever would be produced on the quantity consumed, because 
every man’s want is for a definite quantity, and, therefore, if 
he has the means of purchasing, he will continue to consume as 
before: but for money, the demand is exactly proportioned to 
its value. No man could consume twice the quantity of corn 
which is usually necessary for his support, but every man 
purchasing and selling only the same quantity of goods may be 
obliged to employ twice, thrice, or any number of times the 
same quantity of money. 

The argument which I have just been using applies only to 
those states of society in which the precious metals are used 
for money, and where paper credit is not established. The 
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metal gold, like all other commodities, has its value in the 
market ultimately regulated by the comparative. facility or 
difficulty of producing it; and although, from its durable 
nature, and from the difficulty of reducing its quantity, it does 
not readily bend to variations in its market value, yet that 
difficulty is much increased from the circumstance of its being 
used as money. If the quantity of gold in the market for the 
purpose of commerce only were 10,000 ounces, and the con¬ 
sumption in our manufactures were 2000 ounces annually, it 
might be raised one-fourth or 25 per cent, in its value in one 
year by withholding the annual supply; but if, in consequence 
of its being used as money, the quantity employed were 100,000 
ounces, it would not be raised one-fourth in value in less than 
ten years. As money made of paper may be readily reduced in 
quantity, its value, though its standard were gold, would be 
increased as rapidly as that of the metal itself would be increased, 
if the metal, by forming a very small part of the circulation, had 
a very slight connection with money. 

If gold were the produce of one country only, and it were used 
universally for money, a very considerable tax might be imposed 
on it, which would not fall on any country, except in proportion 
as they used it in manufactures and for utensils; upon that 
portion which was used for money, though a large tax might be 
received, nobody would pay it. This is a quality peculiar to 
money. All other commodities of which there exists a limited 
quantity, and which cannot be increased by competition, are 
dependent for their value on the tastes, the caprice, and the 
power of purchasers; but money is a commodity which no 
country has any wish or necessity to increase: no more advan¬ 
tage results from using twenty millions than from using ten 
millions of currency. A country might have a monopoly of 
silk, or of wine, and yet the prices of silks and wine might fall, 
because from caprice, or fashion, or taste, cloth and brandy 
might be preferred and substituted; the same effect might 
in a degree take place with gold, as far as its use is confined to 
manufactures: but while money is the general medium of 
exchange, the demand for it is never a matter of choice, but 
always of necessity: you must take it in exchange for youT 
goods, and, therefore, there are no limits to the quantity which 
may be forced on you by foreign trade if it fall in value; a.nd 
no reduction to which you must not submit if it rise. \ou 
may, indeed, substitute paper money, but by this you do not 
and cannot lessen the quantity of money, for that is regulated 
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bv the value of the standard for which it is exchangeable; it is 
only by the rise of the price of commodities that \ cm can prevent 
them from being exported from a country where they are 
purchased with little money, to a country where they can be 
sold for more, and this rise can only be effected by an importa¬ 
tion of metallic money from abroad, or by the creation or 
addition of paper money at home. If, then, the King of Spain, 
supposing him to be in exclusive possession of the mines, and 
gold alone to be used for money, were to lay a considerable tax 
on gold, he would very much raise its natural value; and as its 
market value in Europe is ultimately regulated by its natural 
value in Spanish America, more commodities would be given 
by Europe for a given quantity of gold, llut the same quantity 
of gold would not be produced in America, as its value would 
only be increased in proportion to the diminution of quantity 
consequent on its increased cost of production. No more goods, 
then, would be obtained in America in exchange for all their 
gold exported than before; and it may be asked where then 
would be the benefit to Spain and her colonies? The benefit 
would be this, that if less gold were produced, less capital would 
be employed in producing it; the same value of goods fn m 
Europe would be imported by the employment of the smaller 
capital that was before obtained by the employment of the 
larger; and, therefore, all the productions obtained by the 
emplovmcnt of the capital withdrawn from the mines would 
be a benefit which Spain would derive from the imposition of the 
tax, and which she could not obtain in such abundance, or with 
such certainty, by possessing the monopoly of any other com¬ 
modity whatever. From such a tax, as far as money was 
concerned, the nations of Europe would suffer no injury what¬ 
ever; they would have the same quantity of goods, and conse¬ 
quently the same means of enjoyment as before, but these goods 
would be circulated with a less quantity, because a more valuable 

If in consequence of the tax only one-tenth of the present 
quantity of gold were obtained from the mines, that tenth would 
be of equal value with the ten tenths now produced. But the 
King of Spain is not exclusively in possession of the mines of 
the precious metals; and if he were, his advantage from their 
possession, and the power of taxation, would be very much 
reduced by the limitation of demand and consumption m 
Europe, in consequence of the universal substitution, in a 
greater or less degree, of paper money. The agreement of the 
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market and natural prices of all commodities depends at all 
times on the facility with which the supply can be increased or 
diminished. In the case of gold, houses, and labour, as well as 
many other things, this effect cannot, under some circumstances, 
be speedily produced. But it is different with those commo¬ 
dities which are consumed and reproduced from year to year, 
such as hats, shoes, com, and cloth; they may be reduced, if 
necessary, and the interval cannot be long before the supply is 
contracted in proportion to the increased charge of producing 
them. 

A tax on raw produce from the surface of the earth will, as we 
have seen, fall on the consumer, and will in no way affect rent; 
unless by diminishing the funds for the maintenance of labour 
it lowers wages, reduces the population, and diminishes the 
demand for corn. But a tax on the produce of gold mines 
must, by enhancing the value of that metal, necessarily reduce 
the demand for it, and must therefore necessarily displace 
capital from the employment to which it was applied. Not¬ 
withstanding, then, that Spain would derive .all the benefits 
which I have stated from a tax on gold, the proprietors of those 
mines from which capital was withdrawn would lose all their 
rent. This would be a loss to individuals, but not a national 
loss; rent being not a creation, but merely a transfer of wealth: 
the King of Spain, and the proprietors of the mines which con¬ 
tinued to be worked, would together receive, not only all that 
the liberated capital produced, but all that the other proprietors 
lost. 

Suppose the mines of the ist, 2nd, and 3rd quality to be 
worked, and to produce respectively 100, 80, and 70 pounds' 
weight of gold, and therefore the rent of No. 1 to be thirty 
pounds, and that of No. 2 ten pounds. Suppose, now, the tax 
to be seventy pounds of gold per annum on each mine worked; 
and consequently that No. 1 alone could be profitably worked, 
it is evident that all rent would immediately disappear. Be¬ 
fore the imposition of the tax, out of the 100 pounds produced 
on No. 1, a rent was paid of thirty pounds, and the worker of the 
mine retained seventy, a sum equal to the produce of the least 
productive mine. The value, then, of what remains to the 
capitalist of the mine No. 1 must be the same as before, or he 
would not obtain the common profits of stock; and, conse¬ 
quently, after paying seventy out of his 100 pounds for tax, 
the value of the remaining thirty must be as great as the value 
of seventy was before, and therefore the value of the whole 
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hundred as great as 233 pounds before. Its value might be 
higher, but it could not be lower, or even this mine would cease 
to be worked. Being a monopolised commodity, it could 
exceed its natural value, and then it would pay a rent equal to 
that excess; but no funds would be employed in the mine if it 
were below this value. In return for one-third of the labour 
and capital employed in the mines, Spain would obtain as much 
gold as would exchange for the same, or very nearly the same, 
quantity of commodities as before. She would be richer by 
the produce of the two-thirds liberated from the mines. If 
the value of the 100 pounds of gold should be equal to that of 
the 250 pounds extracted before, the King of Spain's portion, 
his seventy pounds would be equal to 175 at the former value: a 
small part of the king’s tax only would fall on his own subjects, 
the greater part being obtained by the better distribution of 
capital. 

The account of Spain would stand thus:— 


FORMERLY PRODUCED 
Gold, 250 pounds, of the value of (suppose) 

NOW PRODUCED 

By the two capitalists who quitted the imnes, the \ 
same value as 140 pounds of gold formerly ex- l 
changed for; equal to . . . . . ) 

By tile capitalist who works the mine, No. 1, thirty \ 
pounds of gold, increased in value, as 1 to 2 J, and t 
therefore now of the value of . . . ) 

Tax to the king, seventy pounds, increased also in \ 
value as 1 to 2}, and therefore now of the value of j 


10,000 yards of 
cloth. 


5600 yards of 
cloth. 

3000 yards of 
cloth. 

7000 yards of 

-cloth 

15,(100 


Of the 7000 received by the king, the people of Spain would con¬ 
tribute only 1400, and 5600 would be pure gain, effected lay the 
liberated capital. 

If the tax, instead of being a fixed sum per mine worked, 
were a certain portion of its produce, the quantity would not be 
immediately reduced in consequence. If a half, a fourth, or 
a third of each mine were taken for the tax, it would neverthe¬ 
less be the interest of the proprietors to make their mines yield 
as abundantly as before; but if the quantity were not reduced, 
but only a part of it transferred from the proprietor to the king, 
its value would not rise; the tax would fall on the people of 
the colonies, and no advantage would be gained. A tax of this 
kind would have the effect that Adam Smith supposes taxes 
on raw produce would have on the rent of land—it would fall 
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entirely on the rent of the mine. If pushed a little further, 
indeed, the tax would not only absorb the whole rent, but would 
deprive the worker of the mine of the common profits of stock, 
and he would consequently withdraw his capital from the pro¬ 
duction of gold. If still further extended, the rent of still better 
mines would be absorbed, and capital would be further with¬ 
drawn; and thus the quantity would be continually reduced, 
and its value raised, and the same effects would take place as 
we have already pointed out; a part of the tax would be paid 
by the people of the Spanish colonies, and the other part would 
be a new creation of produce, by increasing the power of the 
instrument used as a medium of exchange. 

Taxes on gold are of two kinds, one on the actual quantity of 
gold in circulation, the other on the quantity that is annually 
produced from the mines. Both have a tendency to reduce the 
quantity and to raise the value of gold; but by neither will its 
value be raised till the quantity is reduced, and therefore such 
taxes will fall for a time, until the supply is diminished, on the 
proprietors of money, but ultimately that part which will 
permanently fall on the community will be paid by the owner 
of the mine in the reduction of rent, and by the purchasers of 
that portion of gold which is used as a commodity contributing 
to the enjoyments of mankind, and not set apart cxclus vely 
for a circulating medium. 



CHAPTER XIV 


TAXK.S ON HOUSES 

There are also other commodities besides gold which cannot be 
speedily reduced in quantity; any tax on which will therefore 
fall on the proprietor if the increase of price should lessen the 
demand. 

Taxes on houses are of this description; though laid on the 
occupier, they will frequently fall by a diminution of rent on 
the landlord. The produce of the land is consumed and repro¬ 
duced from year to year, and so are many other commodities; 
as they may therefore be speedily brought to a level with the 
demand, they cannot long exceed their natural price. But as 
a tax on houses may be considered in the light of an additional 
rent paid by the tenant, its tendency will be to diminish the 
demand for houses of the same annual rent without diminishing 
their supply. Rent will therefore fall, and a part of the tax 
that will be paid indirectly by the landlord. 

“ The rent of a house,” says Adam Smith, “ may be dis¬ 
tinguished into two parts, of which the one may very properly 
be called the building rent, the other is commonly called the 
ground rent. The building rent is the interest or profit of the 
capital expended in building the house. In order to put the 
trade of a builder upon a level with other trades, it is necessary 
that this rent should be sufficient first to pay the same interest 
which he would have got for his capital if he had lent it upon 
good security; and, secondly, to keep the house in constant 
repair, or, what comes to the same thing, to replace within a 
certain term of years the capital which had been employed in 
building it.” “ If, in proportion to the interest of money, the 
trade of the builder affords at any time a much greater profit 
than this, it will soon draw so much capital from other trades 
as will reduce the profit to its proper level. If it affords at any 
time much less than this, other trades will soon draw so much 
capital from it as will again raise that profit. Whatever part 
of the whole rent of a house is over and above what is sufficient 
for affording this reasonable profit, naturally goes to the ground 
rent; and where the owner of the ground, and the owner of the 
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building, are two different persons, it is in most cases completely 
paid to the former. In country houses, at a distance from any 
great town, where there is a plentiful choice of ground, the 
ground rent is scarcely anything, or no more than what the space 
upon which the house stands would pay employed in agriculture. 
In country villas, in the neighbourhood of some great town, 
it is sometimes a good deal higher, and the peculiar conveniency, 
or beauty of situation, is there frequently very highly paid for. 
Ground rents are generally highest in the capital, and in those 
particular parts of it where there happens to be the greatest 
demand for houses, whatever be the reason for that demand, 
whether for trade and business, for pleasure and society, or for 
mere vanity and fashion.” A tax on the rent of houses may 
either fall on the occupier, on the ground landlord, or on the 
building landlord. In ordinary cases it may be presumed that 
the whole tax would be paid, both immediately and finally, by 
the occupier. 

If the tax be moderate, and the circumstances of the country 
such that it is either stationary or advancing, there would be 
little motive for the occupier of a house to content himself with 
one of a worse description. But if the tax be high, or any other 
circumstances should diminish the demand for houses, the 
landlord’s income would fall, for the occupier would be partly 
compensated for the tax by a diminution of rent. It is, how¬ 
ever, difficult to say in what proportions that part of the tax, 
which was saved by the occupier by a fall of rent, would fall on 
the building rent and the ground rent. It is probable that, in 
the first instance, both would be affected; but as houses are, 
though slowly, yet certainly perishable, and as no more would 
be built till the profits of the builder were restored to the general 
level, building rent would, after an interval, be restored to its 
natural price. As the builder receives rent only whilst the 
building endures, he could pay no part of the tax, under the 
most disastrous circumstances, for any longer period. 

The payment of this tax, then, would ultimately fall on the 
occupier and ground landlord, but, “ in what proportion this 
final payment would be divided between them,” says Adam 
Smith, 11 it is not perhaps very easy to ascertain. The division 
would probably be very different in different circumstances, 
and a tax of this kind might, according to those different cir¬ 
cumstances, affect very unequally both the inhabitant of the 
house and the owner of the ground.” 1 
* Book v. chap. il. 
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Adam Smith considers ground rents as peculiarly fit subjects 
for taxation. “ Both ground rents and the ordinary rent of 
land,” he says, “ are a species of revenue, which the owner in 
many cases enjoys without any care or attention of his own. 
Though a part of this revenue should be taken from him, in order 
to defray the expenses of the state, no discouragement will 
thereby be given to any sort of industry. The annual produce 
of the land and labour of the society, the real wealth and revenue 
of the great oody of the people, might be the same after such a 
tax as before. Ground rents and the ordinary rent of land are, 
therefore, perhaps, the species of revenue which can best bear 
to have a peculiar tax imposed upon them.” It must be 
admitted that the effects of these taxes would be such as Adam 
Smith has described; but it would surely be very unjust to 
tax exclusively the revenue of any particular class of a com¬ 
munity. The burdens of the state should be borne by all in 
proportion to their means: this is one of the four maxims 
mentioned by Adam Smith which should govern all taxation. 
Rent often belongs to those who, after many years of toil, have 
realised their gains and expended their fortunes in the purchase 
of land or houses; and it certainly would be an infringement 
of that principle which should ever be held sacred, the security 
of property, to subject it to unequal taxation. It is to be 
lamented that the duty by stamps, with which the transfer of 
landed property is loaded, materially impedes the conveyance 
of it into those hands where it would probably be made most 
productive. And if it be considered that land, regarded as a 
fit subject for exclusive taxation, would not only be reduced in 
price, to compensate for the risk of that taxation, but in pro¬ 
portion to the indefinite nature and uncertain value of the risk 
would become a fit subject for speculations, partaking more 
of the nature of gambling than of sober trade, it will appear 
probable that the hands into which land would in that case be 
most apt to fall would be the hands of those who possess more 
of the qualities of the gambler than of the qualities of the sober- 
minded proprietor, who is likely to employ his land to the 
greatest advantage. 



CHAPTER XV 


TAXES ON PROFITS 


Taxes on those commodities which are generally denominated 
luxuries fall on those only who make use of them. A tax on 
wine is paid by the consumer of wine. A tax on pleasure 
horses, or on coaches, is paid by those who provide for them¬ 
selves such enjoyments, and in exact proportion as they provide 
them. But taxes on necessaries do not affect the consumers 
of necessaries in proportion to the quantity that may be con¬ 
sumed by them, but often in a much higher proportion. A ta.x 
on corn, we have observed, not only affects a manufacturer in 
the proportion that he and his family may consume corn, but 
it alters the rate of profits of stock, and therefore also affects 
his income. Whatever raises the wages of labour, lowers the 
profits of stock; therefore every tax on any commodity con¬ 
sumed by the labourer has a tendency to lower the rate of profits. 

A tax on hats will raise the price of hats; a tax on shoes, the 
price of shoes; if this were not the case, the tax would be finally 
paid by the manufacturer; his profits would be reduced below 
the general level, and he would quit his trade. A partial tax 
on profits will raise the price of the commodity on which it falls: 
a tax, for example, on the profits of the hatter would raise the 
price of hats; for if his profits were taxed, and not those of any 
other trade, his profits, unless he raised the price of his hats, 
would be below the general rate of profits, and he would quit 
his employment for another. 

In the same manner, a tax on the profits of the farmer would 
raise the price of corn; a tax on the profits of the clothier, the 
price of cloth; and if a tax in proportion to profits were laid on 
all trades, every commodity would be raised in price. But if 
the mine which supplied us with the standard of our money 
were in this country, and the profits of the miner were also 
taxed, the price of no commodity would rise, each man would 
give an equal proportion of his income, and everything would 
be as before. 

If money be not taxed, and therefore be permitted to pre¬ 
serve its value, whilst everything else is taxed and is raised in 
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value, the hatter, the farmer, and clothier, each employing the 
same capitals, and obtaining the same profits, will pay the same 
amount of tax. If the tax be £100, the hats, the cloth, and the 
corn will each be increased in value £100. If the hatter gams by 
his hats £1100, instead of £1000, he will pay £100 to government 
for the tax; and therefore will still have £1000 to lay out on 
goods for his own consumption. But as the cloth, corn, and all 
other commodities will be raised in price from the same cause, 
he will not obtain more for his £1000 than he before obtained for 
£910, and thus will he contribute by his diminished expenditure 
to the exigencies of the state; he will, by the payment of the 
tax, have placed a portion of the produce of the land and labour 
of the country at the disposal of government, instead of using 
that portion himself. If, instead of expending his £1000, he 
adds it to his capital, he will find in the rise of wages, and in the 
increased cost of the raw material and machinery, that his 
saving of £1000 does not amount to more than a saving of £910 
amounted to before. 

If money be taxed, or if by any other cause its value be altered, 
and all commodities remain precisely at the same price as before, 
the profits of the manufacturer and farmer will also be the same 
as before, they will continue to be £1000; and as they will each 
have to pay £100 to government, they will retain only £900, 
which will give them a less command over the produce of the 
land and labour of the country, whether they expend it in 
productive or unproductive labour. Precisely what they lose, 
government will gain. In the first case, the contributor to the 
tax would, for £1000. have as great a quantity of goods as he 
before had for £910; in the second, he would have only as much 
as he before had for £900, for the price of goods would remain 
unaltered, and he would have only £9°° to expend. I his 
proceeds from the difference in the amount of the tax, in the 
first case, it is only an eleventh of his income; in the second, 
it is a tenth; money in the two cases being of a different value. 

But although, if money be not taxed, and do not alter in value, 
all commodities will rise in price, they will not rise in the same 
proportion; they will not after the tax bear the same relative 
value to each other which they did before the tax. In a former 
part of this work we discussed the effects of the division of 
capital into fixed and circulating, or rather into durable and 
perishable capital, on the prices of commodities. We showed 
that two manufacturers might employ precisely the same 
amount of capital, and might derive from it precisely the same 
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amount of profits, but that they would sell their commodities 
for very different sums of money, according as the capitals they 
employed were rapidly, or slowly, consumed and reproduced. 
The one might sell his goods for £4000, the other for £10,000, 
and they might both employ £10,000 of capital, and obtain 
20 per cent, profit, or £2000. The capital of one might consist, 
for example, of £2000 circulating capital, to be reproduced, 
and £8000 fixed, in buildings and machinery; the capital of the 
other, on the contrary, might consist of £8000 of circulating, 
and of only £2000 fixed capital in machinery and buildings. 
Now, if each of these persons were to be taxed 10 per cent, on 
his income, or £200, the one to make his business yield him the 
general rate of profit must raise his goods from £10,000 to 
£10,200; the other would also be obliged to raise the price of 
his goods from £4000 to £4200. Before the tax, the goods sold 
by one of these manufacturers were 2A times more valuable 
than the goods of the other; after the tax they will be 2.42 
times more valuable: the one kind will have risen two per 
cent.: the other five per cent.: consequently a tax upon income, 
whilst money continued unaltered in value, would alter the 
relative prices and value of commodities. This would be true 
also if the tax, instead of being laid on the profits, were laid on 
the commodities themselves: provided they were taxed in 
proportion to the value of the capital employed on their pro¬ 
duction, they would rise equally, whatever might be their 
value, and therefore they would not preserve the same propor¬ 
tion as before. A commodity which rose from ten to eleven 
thousand pounds would not bear the same relation as before 
to another which rose from £2000 to £3000. If, under these 
circumstances, money rose in value, from whatever cause it 
might proceed, it would not affect the prices of commodities in 
the same proportion. The same cause which would lower the 
price of one from £10,200 to £10,000 or less than two per cent., 
would lower the price of the other from £4200 to £4000 or 
4if per cent. If they fell in any different proportion, profits 
would not be equal; for to make them equal, when the price 
of the first commodity was £ro,ooo, the price of the second 
should be £4000; and when the price of the first was £10,200, 
the price of the other should be £4200. 

The consideration of this fact will lead to the understanding 
of a very important principle, which, I believe, has never been 
adverted to. It is this : that in a country where no taxation 
subsists, the alteration in the value of money arising from 
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scarcity or abundance will operate in an equal proportion on 
the prices of all commodities; that if a commodity of £1000 
value rise to £1200, or fall to £800, a commodity of £10,000 
value will rise to £12,000 or fall to £8000; but in a country 
where prices are artificially raised by taxation, the abundance 
of money from an influx, or the exportation and consequent 
scarcity of it from foreign demand, will not operate in the same 
proportion on the prices of all commodities; some it will raise 
or lower 5, 6, or 12 per cent., others 3, 4, or 7 per cent. If a 
country were not taxed, and money should fall in value, its 
abundance in every market would produce similar effects in 
each. If meat rose 20 per cent., bread, beer, shoes, labour, and 
every commodity would also rise 20 per cent.; it is necessary 
they should do so, to secure to each trade the same rate of 
profits. But this is no longer true when any of these commo¬ 
dities is taxed; if, in that case, they should all rise in propor¬ 
tion to the fall in the value of money, profits would be rendered 
unequal; in the case of the commodities taxed, profits would 
be raised above the general level, and capital would be removed 
from one employment to another, till an equilibrium of profits 
was restored, which could only be after the relative prices were 
altered. 

Will not this principle account for the different effects, which 
it was remarked were produced on the prices of commodities 
from the altered value of money during the bank-restriction? 
It was objected to those who contended that the currency was 
at that period depreciated, from the too great abundance of 
the paper circulation, that, if that were the fact, all commodities 
ought to have risen in the same proportion; but it was found 
that many had varied considerably more than others, and 
thence it was inferred that the rise of prices was owing to some¬ 
thing affecting the value of commodities, and not to any altera¬ 
tion in the value of the currency. It appears, however, as we 
have just seen, that in a country where commodities are taxed, 
they will not all vary in price in the same proportion, either in 
consequence of a rise or of a fall in the value of currency. 

If the profits of all trades were taxed, excepting the profits 
of the farmer, all goods would rise in money value, excepting 
raw produce. The farmer would have the same corn income 
as before, and would sell his corn also for the same money price; 
but as he would be obliged to pay an additional price for all 
the commodities, except corn, which he consumed, it would be 
to him a tax on expenditure. Nor would he be relieved from 
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this tax by an alteration in the value of money, for an alteration 
in the value of money might sink all the taxed commodities to 
their former price, but the untaxed one would sink below its 
former level; and, therefore, though the farmer would purchase 
his commodities at the same price as before, he would have less 
money with which to purchase them. 

The landlord, too, would be precisely in the same situation; 
he would have the same corn, and the same money-rent as 
before, if all commodities rose in price and money remained at 
the same value; and he would have the same corn, but a less 
money-rent, if all commodities remained at the same price: so 
that in either case, though his income were not directly taxed, 
he would indirectly contribute towards the money raised. 

But suppose the profits of the farmer to be also taxed, he 
then would be in the same situation as other traders: his raw 
produce would rise, so that he would have the same money 
revenue, after paying the tax, but he would pay an additional 
price for all the commodities he consumed, raw produce included. 

His landlord, however, would be differently situated; he 
would be benefited by the tax on his tenant’s profits, as he 
would be compensated for the additional price at which he 
would purchase his manufactured commodities, if they rose in 
price; and he would have the same money revenue, if, in 
consequence of a rise in the value of money, commodities sold 
at their former price. A tax on the profits of the farmer is not 
a tax proportioned to the gross produce of the land, but to its 
net produce, after the payment of rent, wages, and all other 
charges. As the cultivators of the different kinds of land, 
No. 1, 2, and 3, employ precisely the same capitals, they will 
get precisely the same profits, whatever may be the quantity 
of gross produce which one may obtain more than the other; 
and consequently they will be all taxed alike. Suppose the 
gross produce of the land of the quality of No. 1 to be 180 qrs., 
that of No. 2, 170 qrs., and of No. 3, 160, and each to be taxed 
10 quarters, the difference between the produce of No. 1, No. 2, 
and No. 3, after paying the tax, will be the same as before; 
for if No. 1 be reduced to 170, No. 2 to 160, and No. 3 to 150 qrs., 
the difference between 3 and 1 will be as before, 20 qrs.; and 
of No. 3 and No. 2,10 qrs. If, after the tax, the prices of com 
and of every other commodity should remain the same as 
before, money rent, as well as com rent, would continue unal¬ 
tered; but if the price of corn and every other commodity 
should rise in consequence of the tax, money rent will also rise 
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in the same proportion. If the price of com were £4 per quarter, 
the rent of No. 1 would be £80, and that of No. 2, f jo; but if 
corn rose five per cent., or to £4 4s., rent would also rise five 
per cent., for twenty quarters of corn would then be worth £84, 
and ten quarters £42; so that in evry case the landlord will be 
unaffected by such a tax. A tax on the profits of stock always 
leaves corn rent unaltered, and therefore mom y rent varies 
with the price of corn; but a tax on raw produce, or tithes, 
never leaves corn rent unaltered, but generally leaves money 
rent the same as before. In another part of this work l have 
observed that if a land-tax of the same money amount were 
laid on every kind of land in cultivation, without any allowance 
for difference of fertility, it would be very unequal in its opera¬ 
tion, as it would be a profit to the landlord of the more fertile 
lands. It would raise the price of Corn in proportion to the 
burden borne by the farmer of the worst land; but this addi¬ 
tional price being obtained for the greater quantity ol produce 
yielded by the better land, farmers of such land would be 
benefited during their leases, and afterwards the advantage 
would go to the landlord in the form of an increase of rent. 
The effect of an equal tax on the projils of the farmer is precisely 
the same; it raises the money rent of the landlords if money 
retains the same value; but as the profits of all other trades 
arc taxed as well as those of the farmer, and consequently the 
prices of all goods, as well as corn, are raised, the landlord loses 
as much by the increased money price of the goods and corn 
on which his rent is expended, as he gains by the rise of his rent. 
If money should rise in value, and all things should, after a tax 
on the profits of stock, fall to their former prices, rent also 
would be the same as before. The landlord would receive the 
same money rent, and would obtain all the commodities on 
which it was expended at their former price; so that under all 
circumstances he would continue untaxed. 1 

This circumstance is curious. By taxing the profits of the 
farmer you do not burthen him more than if you exempted his 
profits from the tax, and the landlord has a. decided interest 
that his tenants’ profits should be taxed, as it is only on that 
condition that he himself continues really untaxed. 

A tax on the profits of capital would also affect the stock- 


1 That the profits of the farmer only should be taxed, and not the profit* 
of any other capitalist, would be highly beneficial to landlords. It would 
in fact, be a tax on the eonsumers of raw product, partly for the benefit 
of the state, and partly for the benefit of landlords. 
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holder, if all commodities were to rise in proportion to the tax 
although his dividends continued untaxed; but if, from the 
alteration in the value of money, all commodities were to sink 
to their former price, the stock-holder would pay nothing 
towards the tax; he would purchase all his commodities at the 
same price, but would still receive the same money dividend. 

If it be agreed that by taxing the profits of one manufacturer 
only, the price of his goods would rise, to put him on an equality 
with all other manufacturers; and that by taxing the profits of 
two manufacturers the prices of two descriptions of goods must 
rise, I do not see how it can be disputed that by taxing the 
profits of all manufacturers the prices of all goods would rise, 
provided the mine which supplied us with money were in this 
country and continued untaxed. But as money, or the stan¬ 
dard of money, is a commodity imported from abroad, the 
prices of all goods could not rise; for such an effect could not 
take place without an additional quantity of money, 1 which 
could not be obtained in exchange for dear goods, as was shown 
in page 60. If, however, such a rise could take place, it could 
not be permanent, for it would have a powerful influence on 
foreign trade. In return for commodities imported, those dear 
goods could not be exported, and therefore we should for a 
time continue to buy, although we ceased to sell; and should 
export money, or bullion, till the relative prices of commodities 
were nearly the same as before. It appears to me absolutely 
certain that a well regulated tax on profits would ultimately 
restore commodities, both of home and foreign manufacture, 
to the same money price which they bore before the tax was 
fmDosed. 

As taxes on raw produce, tithes, taxes on wages, and on 

1 On further consideration, I doubt whether any more money would be 
required to circulate the same quantity of commodities if their prices be 
raised by taxation and not by difficulty of production. Suppose 100,000 
quarters of corn to be sold in a certain district, and in a certain time, at 
£4 per quarter, and that in consequence of a direct tax of 8s. per quarter, 
corn rises to £4 8s , the same quantity of money, I think, and no more, 
would be required to circulate this corn at the increased price. If I before 
purchased 11 quarters at £4, and, in consequence of the tax, am obliged to 
reduce my consumption to 10 quarters, 1 shall not require more money, 
for in all cases I shall pay £44 for my corn. The public would, in fact, 
consume one-eleventh less, and this quantity would be consumed by 
government. The money necessarv to purchase it would be derived from 
the 8s. per quarter, to be received from the farmers in the shape of a tax, 
but the amount levied would at the same time be paid to them for their 
com; therefore the tax is in fact a tax in kind, and does not make it 
necessary that any more monev should be used, or, if any, so little that 
the quantity may be safely neglected. 
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the necessaries of the labourer will, by raising wages, lower 
profits, they will all, though not in an equal degree, be attended 
with the same effects. 

The discovery of machinery, which materially improves home 
manufactures, always tends to raise the relative value of money, 
and therefore to encourage its importation. All taxation, ull 
increased impediments, either to the manufacturer or the grower 
of commodities, tend, on the contrary, to lower the relative 
value of money, and therefore to encourage its exportation. 



